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SUPPLEMENTAL APPROPRIATIONS, 1960, NATIONAL 
AERONAUTICS AND SPACE ADMINISTRATION 


Fesruary 19, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Txomas, from the Committee on Appropriations, submitted the 
following 


REPORT 
[To accompany H.J. Res. 621] 


The Committee on Appropriations to which was referred the House 
Joint Resolution No. 621, making supplemental appropriations for the 
National Aeronautics and Space Administration for the fiscal year 
ending June 30, 1960, and for other purposes, reports the same to the 
Huose without amendment and with the recommendation that the 
joint resolution be passed. 

This joint resolution recommends approval of the budget estimate 
of $23,000,000 contained in House Document No. 301, which includes 
$12,200,000 for additional research and development costs related to 
Project Mercury, and $10,800,000 for additional construction and 
equipment. Of the latter amount $6,800,000 is for the Mercury track- 
ing and data collection network, and $4,000,000 is for modifications 
at the Atlantic Missile Range for advanced launch vehicles. These 
items advance the 1961 program and are within total authorized 
appropriations for 1960. 

he Committee has also approved an increase of 175 positions. 
This will provide 75 of the 150 requested for the headquarters office, 
and 100 as requested for advance recruitment of certain staff at the 
Huntsville, Alabama, facility which is being transferred to NASA 
from the Department of the Army. Funds appropriated in the regu- 
lar 1960 Salaries and Expenses appropriation are adequate to finance 
sich added employment. 
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The Committee cautions that the headquarters staff of NASA is 
getting top heavy. There are already far too many legal experts and 
information specialists, and the Committee does not approve any new 
positions in these categories. Headquarters is also loaded down with 
too many scientists who are doing administrative work rather than 
productive research. The record further indicates that 109 of the 
authorized 260 excepted or supergrade positions have been allocated 
by NASA to the headquarters office, and a large number are for ad- 
ministrative jobs. This ratio of excepted or supergrade positions in 
headquarters is grossly excessive, and the Committee: expects any 
such unfilled positions to be reserved for the scientific and engineering 
staffs at Huntsville and other research laboratories, 
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TREASURY AND POST OFFICE DEPARTMENTS, AND THE 
TAX COURT OF THE UNITED STATES APPROPRIATION 
BILL, 1961 


Fresrvuary 19, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Gary, from the Committee on Appropriations, submitted the 
following 


REPORT 


{To accompany H.R. 10569] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations for the 
Treasury and Post Office Departments and the Tax Court of the 
United States for the fiscal year 1961. 

The estimates considered by the committee are contained in the 
1961 Budget as follows: Treasury Department, pages 801-836; Post 
Office Department, pages 765-776; and Tax Court of the United 
States, pages 191-192. 


SUMMARY OF THE BILu 


Appropriations recommended in the bill are summarized below, 
together with comparisons of the estimates and the appropriations 
to date for fiscal year 1960: 





Treasury Post Office Tax Court 
Department Department | of the United Total 
States 
Appropriations, 1960 (to date)_..........- $1, 063, 543, 000 | $3, 866, 410, 000 $1, 535, 000 $4, 931, 488, 000 
eeeeeneee, THR shi nck nul. .vdskeddessabs 843, 270, 000 4, 053, 000, 000 1, 583, 000 4, 897, 853, 000 
Recommended in bill, 1961.............. 822, 849, 000 3, 971, 000, 000 1, 565, 000 4, 795, 414, 000 
Bill compared with 1960 appropriations - — 240, 694, 000 +104, 590, 000 +30, 000 — 136, 074, 000 
Bill compared with estimates. --......... —20, 421, 000 —82, 000, 000 — 18, 000 — 102, 439, 000 
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Details of the estimates and amounts recommended by the Com- 
mittee in each case are contained in a tabulation appearing at the 
end of this report. In summary, $4,795,414,000 is recommended, as 
compared with estimates of $4,897,853,000, and appropriations to 
date of $4,931,488,000 for the fiscal year 1960. The amounts recom- 
mended are $102,439,000 below the estimates, and are $136,074,000 
below the 1960 appropriations to date. Supplemental requests of 
$23,795,000 for 1960 are now pending consideration in the Committee. 

The budget estimates contemplated addition of nearly 25,500 em- 
ployees and total average employment in fiscal year 1961 of approxi- 
mately 683,500, including more than 28,500 military davaenitiel of the 
U.S. Coast Guard. Under the amounts recommended in the accom- 
panying bill approximately 16,000 new employees could be added to 
the rolls by the end of fiscal year 1961 and average employment would 
thus be approximately 675,000 as compared with the current estimate 
of 661,000 for fiscal year 1960. This increase in average employment 
is composed of nearly 2,000 in the Treasury Department and some 
12,000 in the Post Office Department. 


‘‘ANNUALIZATION”’ INCREASES 


The budgets for certain agencies in this bill, especially the Internal 
Revenue Service, contained sizable increases over the current year 
for the specific purpose of placing on a full-year basis in 1961 certain 
activities accelerated during fiscal 1960 with increased appropriations 
granted in the 1960 bill. In certain instances, these increases were 
identified as “‘annualization” of activities financed for only a portion 
of fiscal 1960 and were so justified. In other instances, ‘‘annualiza- 
tion” costs were not clearly identified, making it more difficult to 
arrive at the exact magnitude of these built-in cost increases. 

Accordingly, and for reasons set forth in general terms in its recent 
report No. 1247, the Committee desires that those having respon- 
sibility for planning and budgeting undertake to follow the general 
rule of avoiding the “annualization”’ practice. 


PERMANENT APPROPRIATIONS AND Trust Funpbs 


Included in the budgetary schedules for the departments provided 
for in this bill, are various permanent indefinite appropriations and 
trust funds, none of which require Congressional action in the regular 
annual appropriation process. For the fiscal year 1961 these items 
total $24,739,862,475, an increase of about $1.8 billion over the current 
estimates for 1960 for the same items. Detailed estimates for each 
of these accounts and funds, and a comparison with the current 1960 
estimates, are included in tabulations at the conclusion of this report. 

Of the permanent appropriations, totaling $9,625,421,245 for 1961, 
the largest single item is “Interest on the Public Debt’’. This item 
is estimated at $9,500,000,000 for 1961, an increase of $200,000,000 
over the amount currently estimated for 1960, and $1,907,000,000 
over the actual appropriation for fiscal year 1959. 
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TITLE I—TREASURY DEPARTMENT 


Appropriations, 1960 (to date) .............-...---..-.--. $1, 063, 543, 000 
(Includes non-recurring appropriation for Inter-American De- 
velopment Bank of $280,000,000.) 


DREER. DUN 9 oinno «ian dainriaten ain ete EE ao created 843, 270, 000 
FESOOUNmeNwG Tit Ge UI. . once cece eee do awden nese 822, 849, 000 
Bill compared with: 
1960 anpropriations. .2.25iesu snseseds  Gellsccc moi — 240, 694, 000 
Weatlneses. JOO. wen«sniendtnasiebecbeiedemmadedee tele — 20, 421, 000 


The Committee recommends an appropriation of $822,849,000 for 
1961, a decrease of $20,421,000 in the estimates and $240,694,000 below 
the appropriation to date for 1960. An increased expenditure of 
approximately $4 million over 1960 is mandatory under the employee 
health program. 

The budget estimates contemplated addition of more than 4,000 
new employees to the payroll and average employment of 101, 700 in 
1961, including nearly 73,200 civilian and more than 28,500 military 
personnel. Under the amounts recommended in the accompanying 
bill, average employment will be about 99,400, providing increases of 
about 900 in the Internal Revenue Service, 100 in the Bureau of 
Customs and 750 in the Coast Guard. 


OFFICE OF THE SECRETARY 
Anpronrtation 1900s 0. oss. cis tastsacl Dacula eee $283, 300, 000 
(Includes non-recurring appropriation for Inter-American De- 
velopment Bank of $280,000,000). 


FEMUR BIB ig eter tw os ens dre dicias. aed oon ot a: anole Dee en oe 3, 388, 000 
Reesmimetiana ih the O.. .k alU e e 3, 385, 000 
Bill compared with: 
DOD CATO UIOD oon. ccs ns rere he ee Ee eke — 279, 915, 000 
Hatin te; 1968 i. cn cctante cancennitnttcdawddlecnseanan — 3, 000 


The Committee recommends an appropriation of $3,385,000, a 
decrease of $3,000 in the estimate, and an increase of $85, 000 over 
the amount appropriated for the current year in the regular appro- 

riation act for salaries and expenses of the Office of the Secretary. 

his amount includes a net increase of $51,000 in employment costs, 
resulting from wage board and within -grade salary advancements: 
$23,000 for the employee health program, and $11,000 for increased 
equipment and utilities costs. Average employment of 406 for fiscal 
year 1960 will be continued in 1961. 

The sum of $280,000,000 w as appropriated in The Supplemental 
Appropriation Act, 1960, for “Investment in the Inter-American 
Development Bank”. No request was made for an appropriation 
for this purpose in the budget for 1961, accounting for the large re- 
duction below 1960. 

Bureau or Accounts 


SALARIES AND EXPENSES 


OUEMLIOI, EOC came akinnte on ndeneden ean ae $3, 489, 000 
ween TOG oh ce eee Ne ee 3, 598, 000 
Mecommsended tm the bill. ..... ccncccccccccacanccscusbodbiulaee 3, 590, 000 
Bill compared with: 

DE PTE EIINONT nw cerptnn emerentetnemaploneatasndiiiadaiins +101, 000 


PI: FOE cent cine cndeontesctincegendaniinn aaa — 8, 000 
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The Committee recommends an appropriation of $3,590,000, a 
decrease of $8,000 in the estimate, and an increase of $101,000 over 
the appropriation for 1960. This amount includes approximately 
$10,000 for within-grade salary advancements, $18,000 for the em- 
ployee health program, and $73,000 for increased volume and costs 
of operation. 

The major functions of the Bureau include: maintenance of the 
central accounts of the Government; preparation of reports to the 
Congress and the Secretary’s Annual Report; handling the details 
relating to the designation and the supervision of the Federal de- 
positary system; accounting for foreign currencies acquired by the 
Treasury; payment of international claims, and numerous other 
activities. 

Division or DisruRSEMENT 


MeARRNOT NOG Us Baa ic ee hd L En aL cts, G2 2, 000, 000 
I NE ee a ee ee cer ebb nme th ahhedble eels 3 482, 000 
et cam ddiemarite ame ned 93) : 300, 000 
Bill compared with: 
I ancien eincntnipiolaw nmniteds oubd © mgr wien +1, 300, 000 
PE MEl.. cc ets ae dbadnb omen an mous osm mane 4 — 182, 000 


The Committee recommends an appropriation of $23,300,000, a 
decrease of $182,000 in the estimate but an increase of $1,300,000 
over the 1960 appropriation. The increase includes $112,000 for 
the employee health program and $900,000 for the increase in volume 
of workload processed by the Division. The balance of the increase 
is for costs of the continuing conversion to more modern equipment and 
methods. 

The Division is responsible for disbursing moneys of all civilian 
executive departments and agencies except the postal service, and 
certain Government corporations. Approximately 44 percent or 
$10.3 million of the 1961 appropriation estimate is reimbursable to 
the General Fund as provided in Section 201(g) of the Social Security 
Act, as amended. This section requires the managing Trustee 
(Secretary of the Treasury) to withdraw from the Social Security 
Trust Fund and the Federal Disability Insurance Trust Fund, the 
estimated expenditures of the Treasury Department for the adminis- 
tration of Titles II and VIII of the act. Such withdrawals from the 
Trust Funds are covered into the General Fund as repayments. 


Founp ror PAYMENT oF GOVERNMENT LOSSES IN SHIPMENT 


Mueanhes ON gi ing LbUde wdidead bilakawe Cann demwcwd $100, 000 
ee ne nT oc saiamaiere apate eis msmoedhiaiad, aie 100, 000 


The committee recommends an appropriation of $100,000, to remain 
available until expended, and to be derived by transfer from the ac- 
count “Unclaimed partial payments on U nited States savings bonds.” 
This procedure was followed in 1959 when the last appropriation was 
made for this purpose. 

As of June 30, 1959, the balance in the Government losses in ship- 
ment fund was $79,254. Expenditures after credit for recoveries for 
the fiscal year 1959 were $44,496 and it is estimated that the net 
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expenditures for the fiscal years 1960 and 1961 will be $40,000 for each 
year. ‘The transfer of $100,000 to the fund in the fiscal year 1961 will 
provide a safe operating margin and alleviate the possibility of re- 
questing supplemental funds if any unusual losses should occur. 

Based on 1938 insurance premium rates, it is estimated that the 
accumulated savings resulting from insurance premiums which other- 
wise would have been paid to commercial insurance companies, cover- 
ing the shipment of valuables, amount to over $80 million. Thus, it 
can be seen that use of this fund has saved the Government very 
large sums of money which might otherwise have been paid out in 
premiums for insurance protection. 


BuREAU OF THE PuBiic Dest 


BORO, THOU nn cndcncadednctnnesuesniabeuincd we $47, 000, 000 
pe EE |) ER aes RE PT Pe ee 46, 850, 000 
MOOD MIO 40h SIG DIN a5 oan bk 2s BS el foe ccecedeontne 46, 850, 000 
Bill compared with: 7 

BOSO RIDIN OR. .cncuucneie<e din Rinncecssdhensmnsee — 150, 000 


PBtHOREG. TOOL... «aannminenchuaunuend eihgadeeininewimnana ene te 


The Committee recommends an appropriation of $46,850,000, the 
full amount of the estimate including $150,000 for the employee health 
program. The reduction of $150,000 below the appropriation for 
1960 is made possible by the introduction of new equipment and antici- 
pated resultant savings offsetting additional costs of employment and 

igher volume. Average employment of 2,860 is provided, a decrease 
of 59 from 1960. 

This Bureau administers the laws and regulations pertaining to pub- 
lic debt financing within the framework of the fiscal policies determined 
by the Secretary. The Bureau’s primary concern is with the issuance, 
servicing, and retirement of Government securities. It also has a 
general responsibility in the conduct or direction of transactions in 
public debt issues of the insular governments and of those Govern- 
ment-owned corporations for which the Treasury acts as agent. 


OFFICE OF THE TREASURER 


Anannnriaticts. 100s. vsinins ceicdnae vlad tad edimawdasede $17, 500, 000 
i ee ee 17, 300, 000 
EOIN SEE STE NN ne te oe bbe a eae 16, 700, 000 
Bill compared with: 
e960 eppriptintien 2360 so. Luke eek ie — 800, 000 
Bativette AWG.) isd css cians «eddabuen ead deslasiee — 600, 000 


The Committee recommends an appropriation of $16,700,000, a 
reduction of $800,000 from the appropriation for 1960 and of $600,000 
in the estimate for 1961. The recommended amount includes $50,000 
for the employee health program. 

A reduction in unit cost of notes of U.S. paper currency purchased 
from the Bureau of Engraving and Printing which became effective 
during fiscal year 1959 was the basis for a reduction of $469,000 in 
ae and permits a further reduction of $800,000 in the appropriation 
or 1961. 

The Office of the Treasurer, as the banking facility for the Govern- 
ment, is essentially a service organization whose volume of services 
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cannot be administratively controlled by the Treasurer. Approxi- 
mately 62 percent of the funds requested under this title for fiscal year 
1961 represent requirements for the purchase and transportation of 
United States currency, 16 percent is to pay and reconcile checks drawn 
by the numerous Government disbursing officers on the Treasurer of 
the United States and 10 percent is to process claims for the proceeds 
of Government checks. The remaining 12 percent represents require- 
ments to provide general banking services to Government entities and 
the public in Washington, maintain the Treasurer’s accounts and to 
issue and redeem Government securities. 


Bureau or Customs 


ee oe CCamadanenoe oonursaneens $53, 865, 000 
tit nines. neubebsesesdcantedéucs teccessoawtliuns 55, 875, 000 
eh AO ORL Lbs sa dbnoscdbtdabaddbidnbeoaancaced 55, 500, 000 
Bill compared with: 
ie a as hives Neate in +1, 635, 000 
add Nccaceseencwabaossesenanseeanaweudaliune — 375, 000 


The Committee recommends an appropriation of $55,500,000, a 
reduction of $375,000 in the estimate and an increase of $1,635,000 
over the appropriation for 1960. The action of the Committee will 
provide for an increase of about 100 in average employment to support 
expanded enforcement and administrative workload resulting from the 
great increase in foreign trade and travel. Employee health program 
costs of $425,000 are included. 

The budget estimate contemplated average employment of 7,399 
for fiscal year 1961, an increase of 128 over 1960. The action of the 
Committee approves all increases requested in the estimate except the 
25 new positions for criminal investigators. Careful examination of 
this aspect of customs operations has led to the conclusion that ade- 
quate enforcement cannot be achieved until the enforcement officers 
now reporting to Collectors are merged with the Customs Agency 
Service and the Committee so recommends. ‘The Committee believes 
that the need for additional criminal investigators cannot be evaluated 
until the results of such a merger have been demonstrated. 

The budget requested $450,000 for construction of border stations 
in cooperation with the Immigration and Naturalization Service. 
The Committee, after consideration of the construction budgets of 
both agencies, is of the view that one-half of this construction should 
be authorized this year and the remainder considered in the budget 
for fiscal year 1962. Accordingly, the Committee recommends funds 
for approximately one-half the border stations proposed in the esti- 
mates for the Bureau of Customs on the premise that construction 
be undertaken on approximately seven stations to be agreed upon 
by the Bureau of Customs and the Immigration and Naturalization 
Service. 

The Bureau’s primary duties include the proper assessment and 
collection of all duties, taxes, and fees due on imported merchandise, 
the enforcement of customs and related laws, including the prevention 
of smuggling and frauds on the customs revenue, and the administra- 
tion of certain navigation laws and treaties. 

Justoms collections for fiscal year 1959 totaled $1,304,000,000, or 
nearly $182,000,000 more than in 1958, and are estimated to increase 
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to an estimated level of $1,500,000,000 in 1960 and $1,700,000,000 
in 1961. 
INTERNAL REVENUE SERVICE 


DMMEUTINN LPR toca co new le ndcd nba anaunn a ocaeih aad $364, 250, 000 
Pemate, 3908s oo eS a sn a ee oe 393, 000, 000 
Recommended: ish the: Dillc.4-50.0 2402 usaeets nsdeeb aul oius 378, 000, 000 
Bill compared with: 
FEE SU ERINGIOD. 65. is. © ans ed aia as Moms nae ea +13, 750, 000 
PUIENNUGL FUOR 2 ccccch santana ba cneneed ae eos es — 15, 000, 000 


The Internal Revenue Service is responsible for determination, 
assessment, and collection of all internal revenue taxes; enforcement of 
internal revenue laws; and preparation and distribution of tax instruc- 
tions, regulations, forms, and stamps. It is also charged with certain 
duties under statutes that do not impose taxes, such as the Federal 
Alcohol Administration Act, as amended, the Liquor Enforcement 
Act of 1936, and the Federal Firearms Act. 

The Committee recommends an appropriation of $378,000,000 for 
1961. This is an increase of $13,750,000 over the amount appropriated 
for the fiscal year 1960 and a reduction of $15,000,000 in the budget 
estimates. Average employment of more than 52,000 would be 
provided under this recommendation. Approximately $2,200,000 of 
the increase is needed to provide for built-in costs for within-grade 
salary advancements, and $3,000,000 for the Government’s share of 
the health benefit program under the Federal Employee Health 
Benefits Act of 1959. 

The action of the Committee includes approximately $6,000,000 
for program expansion in 1961. This amount will enable the Internal 
Revenue Service to add approximately 900 man-years in enforcement 
activities in 1961, as compared to the request for some 2,900 more, 
and will include all related essential costs for these additional per- 
sonnel, such as travel, training, civil service retirement contributions, 
equipment and materials. The amount recommended also will permit 
continuation of the Blue Ribbon promotion program as planned 
through the current fiscal year. 

The amount provided in the estimates for further reallocations has 
been denied because the Committee has not been able to obtain satis- 
factory assurances that funds appropriated for new positions in past 
years have been used to obtain these new positions. A minor reduc- 
tion is imposed against the ‘“‘unplanned”’ items in the “other increases” 
category, which includes the cost of services and materials related to 
the current program. 

The Committee has added a provision to the appropriation language, 
limiting to $8,000,000 funds for temporary employment. This is 
necessary to complete the objective of clarifying the provisions for 
employment of personnel under this appropriation item. Funds 
justified and appropriated for new permanent positions and related 
average employment must not be shunted off into temporary employ- 
ment, promotion programs or annualization costs other than those 
specifically contemplated in the budget and subsequently approved 
in the appropriation act. 

The Committee continues its support of an agressive and equitable 
enforcement of Federal tax laws and encourages the Internal Revenue 
Service in that program. Present officials of the Internal Reve- 











8 TREASURY AND POST OFFICE APPROPRIATIONS, 1961 


nue Service have demonstrated an aggressive and conscientious 
approach in carrying out their responsibilities and in seeking addi- 
tional funds and staff for these purposes. The Committee believes 
that equally energetic efforts to increase the efficiency and produc- 
tivity of the Service as well as to provide more effective enforcement 
of the Revenue laws within present staffing and funding levels would 
produce very favorable results. ‘The Committee feels that a moderate 
and reasonable program of hiring new employees will afford the 
Internal Revenue Service an increased capability to administer the 
Federal Tax laws in an efficient manner, while at the same time per- 
mitting the Service adequate time and opportunity to recruit wisely 
and train well the new employees being hired. 


Bureau or Narcotics 


SIE, Sages 22 51 oe Jo nanp a memcomsemcnaenen $4, 080, 000 
IRIS nn dab deb adidos Vawetduba’ 4, 100, 000 
NOT gg a a kL cid ded a bindndWdababcibbwedsd 4, 100, 000 
Bill compared with: 

I i ee Os lee esl -+ 20, 000 


Estimate. 1961 


The Committee recommends an appropriation of $4,100,000, the 
amount of the estimate for 1961 and an increase of $20,000 over the 
appropriation for 1960. The additional amount over the 1960 level 
provides for the employee health program. Average employment 
of 424 will continue without change. 

The Bureau is charged with the investigation, detection and pre- 
vention of violations of the Federal narcotic and marihuana laws 
and related statutes including those sections of the Internal Revenue 
Code dealing with narcotic “drugs and marihuana and the Opium 
Poppy Control Act of 1942. The Bureau administers the permissive 
features of the Narcotic Drugs Import and Export Act and together 
with the Bureau of Customs enforces the prohibitive features of the 
latter Act. The Bureau cooperates with the United States Public 
Health Service in determining the quantities of crude opium and 
coca leaves to be imported into the United States for medical and 
scientific uses. The Bureau also cooperates with the Department of 
State in discharging the international obligations of this country in 
matters concerning the traffic in narcotic drugs and with State and 
local officials in suppressing the illegal use of narcotic drugs and 
marihuana in their respective jurisdictions. Internationally, the 
Bureau cooperates and works with foreign police agencies to reduce 
the flow of illicit narcotic drugs destined for the United States and to 
intercept large shipments of narcotics before they reach the United 
States. 

The Bureau of Narcotics performs a most essential function which 
must be supported at an adequate level to ensure the safety of this 
country from the narcotics menace. The proper functions of the 
Bureau of Narcotics relate to sources and wholesale distribution of 
narcotics and to international and inter-state aspects of the drug 
traffic. Local enforcement and apprehension of local distributors 
and addicts are the responsibility of State and local government 
agencies. Without adequate legislation and enforcement in the indi- 
vidual States, control of narcotics is impossible. Funds and personnel 
of the Bureau of Narcotics are adequate to perform the proper role 
of the Federal Government, and in those States where local legislation 
and enforcement are adequate, the narcotics traffic is under control. 
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Unitep States Secret SERVICE 
SALARIES AND EXPENSES 


Ansnpriation,. 1080.05 o<snncuneswennaciubiialh dd eminciariiiehas $4, 016, 000 
I, nn eee ee ee eee 4, 127, 000 
meecnrmendea iv the Mil. co. oc ee eo ae 4, 127, 000 
Bill compared with: 

1900 appropriation ics. icwiinbcde to dewkcdd.saddsieese sis +111, 000 


Estimate, 1961 


ee ee ee ee ee ee 


The Committee recommends an appropriation of $4,127,000, an 
increase of $111,000 over the appropriation for 1960 and the full 
amount of the estimate. The employee health program will require 
$27,000, and average employment will increase by 12 (to 454) through 
annualization of 47 agents authorized in 1960. 

The funds requested under this appropriation are for administra- 
tive costs in connection with the operation of the United States Secret 
Service and the carrying out of the basic functions with which the 
Service is charged, including the protection of the President of the 
United States, the members of his immediate family, the Vice Presi- 
dent, at his request, and the person chosen to be President of the 
United States, at all times and under all conditions; the detection and 
arrest of persons engaged in counterfeiting, forging, or altering any 
of the obligations or other securities as well as coins of the United 
States and foreign governments; and investigations of personnel, 
tort claims, and other noncriminal cases as directed by the Secretary 
of the Treasury. 

The Committee is concerned that the Secret Service budget may 
not have included provision for an adequate program for replacement 
of automobiles. An accumulation of over-age, unsatisfactory auto- 
mobiles through excessive deferral of replacement buying is a highly 
undesirable development and likely to be uneconomical in the long run. 


SALARIES AND Expenses, Wuite House Porice 


Brenogriation: 1000... ciaacsiccse beds dlbodssradpeeb odie ceeseotns $1, 055, 000 
Bete Re. SOG sos ib inndcn whdbiiielehEodiG tek Bait Occcsatent doa 1, 065, 000 
OES ON DS | EE EEDA EEE EEA LOI IA LE. 1, 065, 000 
Bill compared with: 

Pepe RODIN 50 ua akan ele +10, 000 


Estimate, 1961 


The funds requested under this appropriation are for expenses 
necessary to maintain the permanent police force for protection of the 
White House and grounds and the performance of such protective 
duties in the White House areas of the Executive Office Building as the 
Secretary may prescribe, including personal services, uniforms, 
equipment, arms, ammunition, and miscellaneous expenses. 

The Committee recommends an appropriation of $1,065,000, the 
amount of the estimate and an increase of $10,000 (for the employee 
health program) over the amount appropriated for 1960. Average 
employment of 162 is provided under this appropriation. 


SALARIES AND Expenses, Guarp Force 


PEFORTINTION, 1 DBO so. nis cide cen ce wwdd basecasnacees ieee $338, 000 
NINE 5 TEN ok 5. 4. cv x iced issn tn excel Sic daaneronidl menpenintll eee oe 332, 000 
PUPMNEEEE 90 GERD SHINE a as ares io cic rcicce wcemeeasen caine anaes 332, 000 
Bill compared with: 
AGOGO ROETONTIROR scien ki « bint cin heten es ktdandneaenee — 6, 000 
Estimate, 1961 
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The Committee recommends an appropriation of $332,000, the 
amount of the estimate and a decrease of $6,000 from the appropriation 
for 1960. The amount recommended provides for average employ- 
ment of 64 and includes $4,000 for employee health program costs. 

The guard force is unique as a security organization. It is charged 
with responsibility for protecting currency, bonds, checks and other 
Government obligations that are contained in the main Treasury 
building and its annexin Washington, D.C. To perform their security 
and protective duties efficiently, members of the guard force undergo 
a continuing training program in the use of all types of weapons, in 
firefighting, first aid ‘and self defense. 


BuREAU OF THE MINT 


POOUINIOR) BGR oes SsS ob. fil sows eed dsasese-cs 34 6000080 
I Sk i he 5, 038, 000 
I eee meh aie 4, 900, 000 
Bill compared with: 
PON oe tas cd Gubeutbendeddesuasaendude +300, 000 
See tbs SA LEL SUI Bin iwc bic ibselwscde wees — 138, 000 


The bill includes the sum of $4,900,000 for this Bureau. Employee 
health program costs of $38,000 are provided in this amount. ‘The 
coinage program has been steadily expanded to enable the Bureau to 
meet increased demand, and the amount recommended will provide a 
further increase of approximately 40 million coins for 1961. 

This appropriation finances the manufacture of coins; the receipt 
of deposits of gold and silver bullion; the safeguarding of the Govern- 
ment’s holdings of monetary metals, including coins in processing 
stages until finished and issued; and the refining of gold and silver 
bullion. 

Mint revenues are deposited into the general fund. Revenues for 
the fiscal year 1961 are estimated at $52,000,000. 


Unitep States Coast Guarp 


OPERATING EXPENSES 


rh S000. das iavedheab deka ebcakiebwacucosnens $189, 800, 000 
I a ee wikis am vend mis OO 208, 000, 000 
NN letttled tll ale Na Red eet Tele lll Sen eae pO Oa 205, 000, 000 
Bill compared with: 
Re NNN bald hs acid bn dibs SHENG oddest messes +-15, 200, 000 
EROS ae Rr heaae  e MI — 3, 000, 000 


The Committee recommends an appropriation of $205,000,000, a 
decrease of $3,000,000 in the estimate and an increase of $15,200,000 
over the appropriation for 1960. The additional funds recommended 
by the Committee will provide: increased manpower to man stations, 
vessels, and facilities needed for the protection of life and property; 
increased funds for the rising costs of aircraft overhaul and main- 
tenance; and improved maintenance and repair of equipment facilities. 
Average employment of approximately 3,400 civilian and 28,300 
military personnel and employee health program costs of $235,000 
are included. 

The Committee questioned the Coast Guard on the proposal to 
augment the Cadet Corps before the facilities at the Academy are 
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surveyed and a plan formulated for the future development of. that 
institution. The Coast Guard anticipates no difficulties in its pro- 
gram to augment the Corps, and while the Committee recognizes the 
need for more regular officers, it is expected the traditional care and 
conservatism of the Coast Guard in phasing-in new programs will 
continue to be evident in this instance. 

It should be noted that the amount recommended by the Com- 
mittee includes an increase of $1,300,000 for the small boat program. 
This is in addition to $3,500,000 already being spent annually even 
though this program is in its infancy. Already 23 States have 
established programs and several more undoubtedly will do so if 
afforded reasonable opportunity. The Committee takes this occasion 
to urge that the Federal Government not rush in where State and 
local governments should handle a program such as this one. 

The duties of the Coast Guard embrace, in general terms, maritime 
law enforcement; limited security of certain important ports and 
waterfront facilities; saving life and property; providing navigational 
aids for maritime commerce; promoting the safety of the American 
Merchant Marine; and maintaining a state of military readiness to 
serve as a part of the Navy in time of war or national emergency. 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


Mpmrerintion) 1900s ioiciiiiss nn od ede eka Bi ao ee $23, 250, 000 
NG Bes car trices wiki duldie dete pmiaiabindia aes aan 31, 115, 000 
OER TNGR AEE 31) COO DEN ne nino cin sth namaviabnin ddltbanaiaediadaie 30, 000, 000 
Bill compared with: 
PET MINNIE nit sates chicas eectekeroeebnintaae inion seseadniam aan +6, 750, 000 
MOEORG. TOOL. duoc ck end cdidadbudetdctclesdasiaisie —1, 115, 000 


The funds requested under this appropriation title represent 
capital improvement for the acquisition or construction of new or 
replacement operating facilities, and the rebuilding or improvement 
of existing facilities. 

The Committee recommends an appropriation of $30,000,000, an 
increase of $6,750,000 over the amount appropriated for 1960 and a 
decrease of $1,115,000 in the estimate. The budget request for this 
appropriation item included nearly $14,000,000 for the aircraft 

rogram which the Committee has insisted be implemented ; $9,275,000 
or replacement of vessels; approximately $6,000,000 in various 
rojects for stations, facilities, and navigational aids; and $1,775,000 
or training and recruiting facilities. The Committee believes the 
83-foot boat replacement program should be carried out on a sustained 
basis, and that a level program of $5,000,000 annually for this purpose 
should be sufficient under present circumstances. A reduction of 
$1,115,000 is therefore imposed against the vessel program in this 
appropriation. 
RETIRED PAY 


I, Been nnsraninnnisincinen wit naiis angel $29, 500, 000 
Estimate, 1961_______- asinstintaro anathema ieandaeaaicedil 30, 000, 000 
mecomsmpemien ty the OM. oc kek LE LL ad 30, 000, 000 
Bill compared with: 
Beer emrorrintion: :.. ci AU Ue ee + 500, 000 
Estimate, 1961 


The funds requested under this appropriation are for retired pay 
of military personnel of the Coast Guard, Coast Guard Reserve, 
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members of the former Lighthouse and Lifesaving Service, and for 
annuities payable to beneficiaries of retired personnel under the 
Uniform Services Contingency Option Act of 1953. 

The estimate of $30, 000 ,000 for 1961 is based upon the current 
retired list, modified by expected additions and deaths. This pro- 
gram requires an increase of $500,000 over the funds provided for 
1960, attributable to an increase of 148 in the average number of 
personnel in retired pay status and to the rise in retired pay rates 
pursuant to Public Law 85-422 and Public Law 86-361. 


RESERVE TRAINING 


ae ck acer eles cat ie dentine ach dae din ete we armen $15, 500, 000 
ST te be ee oe ee ides decdedtadiedametudcced 16, 000, 000 
NINA CE LG SS UUe. de tte Co cesutuecU ud 16, 000, 000 
Bill compared with: 

I i at a a eal +500, 000 


Nee ac haceme a weieslalel 


The Committee recommends an appropriation of $16,000,000, the 
amount of the budget estimate, and an increase of $500, 000 over the 
amount appropriated for 1960. 

The facilities at the Coast Guard Academy at New London, 
Connecticut have not been adequate for the regular activities of the 
Coast Guard Academy and the additional activities of the Reserve 
Training program. In the past year, it has become possible for the 
Coast Guard to acquire a site vacated by the Navy at Yorktown, 
Virginia which will provide adequate accommodations at minimum 
cost to the Coast Guard. The Coast Guard is taking over this new 
facility for use in the reserve program as well as for officer candidate 
training. 

The Coast Guard must train and maintain a reserve component to 
augment the regular service in order to carry out increased duties in 
time of war or national emergency. Mobilization plans for the 
performance of Coast Guard tasks expanded in scope by war or related 
emergency require 40,000 trained reservists for establishment and 
augmentation of shore ports, search and rescue, the ocean station 
program, merchant marine safety, control of fishing vessels, enforce- 
ment of Federal laws, etc. The reserve training program is designed 
to provide essential people for the performance of these additional or 
expanded tasks. 

The 1961 budget estimate and the bill provide for an increase from 
16,187 to 16,777 in the number of Reservists to receive training. This 
will provide ‘for 33,250 ready reservists at the end of fiscal year 1961. 


LIQUIDATION oF CorporaTE ASSETS 


Pursuant to the terms of Reorganization Plan No. 1 of 1957, the 
Secretary of the Treasury is responsible for completing the liquidation 
of certain of the remaining assets of the Reconstruction Finance 
Corporation. ‘These activities are conducted out of a corporate 
liquidation fund, under an administrative expense limitation. 


RECONSTRUCTION FINANCE CoRPORATION LIQUIDATION FuND 


I ss 2 25'S = Seis > © Nin = Cee eS met 0 oe $90, 000 
a ad 80, 000 
een SONG CDT rs. nok ndcnnhssadbmdenheosseamesesee 75, 000 
Bill compared with: 

SN ae oe Nie Ta la — 15, 000 


I a si ns latent aa ea li neh in ae i atibinnial inieae 
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The bill includes a limitation of $75,000 on the amount of corporate 
assets which may be applied to the administrative expense of liquidat- 
ing such assets. The reduction below the 1960 authorization is a 
reflection of a declining workload in this item. The Committee 
recommends the reduction of $5,000 in the estimate out of its con- 
tinuing concern that the liquidation of this fund should be expedited 
with all possible speed consistent with the best interests of the Govern- 
ment, 


TITLE II—POST OFFICE DEPARTMENT 


Appropriation, 1960 (to date)... .s.-scscnecuetscebweuseias- $3, 866, 410, 000 
Estimates, 1961__-_- ed eid de telat Clas RienlleeRctaia tices Meh, SESSA 4, 053, 000, 000 
Recomm meneets 10 ths bi 6 on ie od ic cnenesad decease sens 3, 971, 000, 000 
Bill compared with: 
UG RETO UTIANIONE. 4 Wo Vadwoanauvnanané— Seueawiinwiesd +104, 590, 000 
TMUROGLCS. (3008 «no nf sccencka peda twenties aaa eemeeen — 82, 000, 000 


The Committee recommends total appropriations of $3,971,000,000, 
an increase of $104,590,000 over the amount appropriated to date for 
1960 and a decrease of $82,000,000 in the budget request for 1961. 
Approximately $38,600,000 is mandatory under the employee health 
program. The budget estimates of the Post Office Department 
contemplated increases of more than $186,000,000 over the 1960 
appropriations, an increase of more than 21,400 additional positions, 
and total average employment of approximately 582,000. The 
amounts recommended by the Committee should support average 
employment of more than 575,000, the reduction applying almost 
entirely to the “Operations” appropriation. 

The constantly growing volume of mail and the demands for 
extended service in expanding suburban areas as well as in the rural 
sections of the country, present an ever-growing workload to the Post 
Office Department. In its efforts to handle this workload, the Post 
Office Department added more than 11,500 new positions during fiscal 
year 1959. During the current fiscal year, 1960, approximately 14,400 
new positions will be added. Under the budget estimate presented 
for the fiscal year 1961, an additional 21,400 new positions were 
requested, making a total, under the budget proposals, of nearly 
47,400 new positions on the Federal payroll over a 3-year span in the 
Post Office Department alone. 

The Committee must weigh this proposed increase in Federal per- 
sonnel against the anticipated increase in workload. Indeed, the 
Department itself might do well to weigh with the utmost care its 
program for bigger and better service, as advertised in recent months 
by press releases from the Department. The Committee has con- 
cluded, as a general consideration, that the increase in personnel in 
the Department for 1961 should not exceed the increase being ex- 
perienced during the present fiscal year. This conclusion forms the 
basis of the principal reduction in operating funds recommended by 
the Committee. In addition, other economies may be anticipated as 
noted hereafter. 

Economy of a durable kind can be accomplished in the postal 
establishment only in one or more of the following three ways: 
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First, improvements in equipment, technology, and methodology 
may generate reductions in unit cost ‘and improvements in efficiency 
which will result in genuine operating economy; 

Secondly, services may be reduced or termins ated. An ex: imple of 
a reduction in services was the cut-back of deliver Vy service in residen- 
tial areas from twice daily to once daily several years ago. This 
reduction in service has saved the taxpayers of this country millions 
and millions of dollars since it was instituted. The great majority 
of Americans are well satisfied with the frequency of the service they 
now receive. This reduction in service will continue to save hundreds 
of millions of dollars in future vears; 

Thirdly, economies can be effec ted in any organization as massive 
as the postal establishment if there is a will to operate more efficiently. 
The testimony shows that in one office where guidelines for production 
were placed in effect, more than $1,000,000 was saved. Testimony 
also shows that this guideline system is considered potentially bene- 
ficial in about 275 offices hav ing annual rece ipts of $1,000,000 or more, 
and that the system is now being installed in those offices. The 
experience in one office would indicate that potential savings of 
$45,000,000 might be realized from extension of the guideline system. 
The Committee of course does not anticipate that much progress by 
the end of fiscal year 1961, but it is reasonable to expect very substan- 
tial savings from this new program. 

The Committee continues to encourage the Post Office Department 
to improve the mail service with available facilities when possible and 
with new facilities when necessary, utilizing to the maximum extent 
new techniques and equipment in the modernization of the postal 
service. The substantial appropriations recommended will enable 
the Department to increase its mail handling capability and to 
continue an orderly and logical modernization program. 

There follows a summary tabulation of the estimated revenues, 
obligations, deficit, mail volume, and average employen ent as pro- 
jected i in the budget for the fiscal years 1959, 1960, and 1961: 




















; i 

Item 1959 Increase, | 1969 Increase, 1961 | Increase, 

(actual) percent (estimate) | percent (estimate) | percent 

i thous is $3, 035, 251 19.0 | $3, 247, 400 7.0 $3, 499, NNN 7.7 

ND idectewebin danse ee) 3, 640, 368 5.8 | 3, 866, 410 | 6.2} 4,053, 000 4.3 

Re os cece eit O08) 248 Foccii nnd | 656, 000 |...__- | 63, 000 

Volume of mail, pieces __.___- do....| 61, 247, 220 1.9 | 63, 073, 200 3.0 | 6 3, 000 5.2 
Special services, transactions | 

Paes 674, 69 8 -3.0 11,7 5.5] 726, 605 3.5 

Employment........... man-years_. 549, 1.3 563. 364 | 2.6 | 581, 632 | 3.2 

Norte.-—“Payment for Publie Services” estimates in the amount of $171,259,900 for 1959 (sinnlemental 

request submitted in H. Doc. 58), $37,409,000 for 1969 and $49,000,000 for 1961 have been excluded from the 

table. Total appropriations out of the General Fund of the Treasury for postal operations proposed in the 


President’s budget amount to $603,000,00%; identified as “Postal Deficit” in the arrount of $554,900,000 and 
“Payment for Public Services’”’ in the amount of $49,000,000 as determined by the Post Office Department 
under Public Law 85-426. Proposed for later transmission are rate increases which would produce addi- 
tional revenues of $554,000,000 to apply against the postal deficit. 
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PAYMENT FOR PuBiic SERVICES 


PGUTD ENOU so. nn conch hecusannmandnce axaaeeeniie ($37, 400, 000) 
Dereena00G)? LOM os 30 hae eek aeleeita sane eee ake eee (49, 000, 000) 
Bacommerncae?d inthe bill... coc se. de. ce dn (49, 000, 000) 
Bill compared with: 

CEU, RODTOUTIAION 0. 5b leach niitbe anda enbeebeeo kane ks (+11, 600, 000) 


FSU, LUGE. b co bens oui cae awchnab tani dee th ee ees 


The Committee recommends an appropriation in the amount of 
$49,000,000 for payment for public services. The reason for the in- 
crease in this item is that regular postage rates for second and third 
class mail have increased, automatically increasing the differential 
between the regular postage rates and the rates on preferred and free 
mail. Increased volume is also a factor. This action does not alter 
the over-all appropriation of funds from the Treasury or from the 
postal fund, for postal operations. The concept of public services is 
in effect. a way of giving’anot her name to a portion of the postal deficit. 

The Committee has included clarifying language in the appropria- 
tion for payment into postal revenues for public services. The 
new language specifies the items covered by the appropriation in terms 

taken from items (1) and (5) of Section 104(a) of the Postal Policy 
Act of 1958, being the items for which the Congress appropriated 
funds last year. ‘This method of stating the appropriation for public 
services accomplishes the desirable objective of positively identifying 
the public service items covered by the appropriation without requiring 
resort to underlying committee reports or other legislative history to 
ascertain the nature of the components of the total public service 
appropri: ation. 

The Committee was informed during the hearings that an action has 
been instituted in the United States District Court for the District of 
Columbia to set aside the revised parcel post and catalog rates estab- 
lished by the Postmaster General effective February 1, 1960, in which 
the contention is made that the Postmaster General, in formulating 
the rate revisions, did not follow certain requirements imposed by the 
Postal Policy Act of 1958. 

The Committee wishes to emphasize its agreement with the lan- 
guage contained in Senate Report No. 305, 86th Cong. Ist Sess., 
subsequently approved by the Congress in its action on the Conference 
Report. The Committee sees no basis for any claim that provisions 
of the Postal Policy Act of 1958 relating to the principle that first- 
class mail is a preferred service affect the allocation of costs for the 
purpose of fixing fourth-class rates by the Postmaster General. 


ADMINISTRATION, REGIONAL OPERATION, AND RESEARCH 


NE TIIOID,. OIE csssicceuns icmmtrvsen dc vuite canine ae $71, 750, 000 
PING, TOOU ee ek ig re dt ee ede tee oe ee eet 73, 700, 000 
Recommended in the biR. 6... 0i us ds a 73, 000, 000 
Bill compared with: 

AGG SRIURTIR OR 4.0 one concn eheupannebeeelesesiip bead +1, 250, 000 


CAO, BOWIE os: ceh seth ahd pba tak thes mt aed ei Aces — 700, 000 
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The Committee recommends an appropriation of $73,000,000, a 
decrease of $700,000 from the amount requested, and an increase of 
$1,250,000 over the amount appropriated for 1960. This appropri- 
ation provides for salaries and expenses of the headquarters staff 
at Washington, D.C., internal audit, and the money order center at 
Kansas City. It also provides for ‘the field inspection service, all 
regional offices, and for the research and development program, in- 
cluding the engineering staff. 

The budget estimates for 1961 contemplate a total of approxi- 
mately 1,700 man years in the combined areas of field audit, field 
service officers, and the field inspection service. It is the intent of 
the Committee that a reduction of approximately 90 man years out 
of this total of 1,700 man years be administered in such a way as to 
reduce duplication and overlap without impairing any essential 
functions. 

The Committee has previously expressed its concern about the 
duplication of effort between the regional office staffs and the postal 
inspectors. An independent survey conducted for the Committee 
in recent months has confirmed the Committee’s feeling that such 
duplication exists and has shown that nearly one-half of the working 
time of inspectors is occupied in duties basically administrative in 
nature and, in the opinion of the Committee, more properly assigned 
to the regional office administrative stafis. 

The Committee recognizes that the inspection service has done 
much to hold the postal establishment together and to maintain 
the high standards of the postal service through many, many years. 
The Committee is determined that the time and energy of postal 
inspectors should not be dissipated in administrative matters while 
criminal investigation and enforcement activities badly need atten- 
tion. The inspection service has justified its budget for many years 
on the basis of its criminal work. Its continued existence on that ‘basis 
is clearly justified but there is no room in the postal service or else- 
where in Government for needless duplication of administrative 
functions. 

The justification expressed by many top officials of the Post Office 
Department for continued reliance on the inspection service in 
administrative matters is that only the inspection service is dependable 
and reliable for many of the tasks which must be performed. With this 
attitude prevalent in the Department, the concept of decentralization 
and regionalization embarked upon several years ago cannot possibly 
be fully effective. Regional office staffs cannot be expected to function 
effectively without full encouragement and support from top manage- 
ment in Washington. Continued, and in fact increased, reliance on the 
inspection service can only result in a return to highly centralized 
management. Such centralization clearly will not work in view of 
the massive and far-flung nature of the postal establishment and the 
complex problems it must face. A comparison of staffing in the inspec- 
tion service before regionalization with present staffing will show that 
the regional office structure which was established to take on adminis- 
trative details has never succeeded in absorbing the administrative 
workload handled by postal inspectors. A comparison of the work 
out-put in the area of depredations currently and before regionalization 
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will reveal that the postal inspectors are not producing as much more 
work in the most important area of their responsibility as might have 
been hoped for. 

The action of the Committee is taken in the expectation that the 
reduction in personnel will be applied to accomplish a reduction in 
overlap and that the Post Office Department will move in the direc- 
tion of more adequate utilization of its regional office structure. 


OPERATIONS 
POTN, TUCO. gos 5oc55 cess SteSezeosee cokes wee $2, 993, 000, 000 
DROORD E90 Ssh. chen oes aenbasianecencancinaitemuemediabe 3, 135, 300, 000 
er ENIRONCEOOC, 0D TONGS UNE i ies 3, 100, 000, 000 
Bill compared with: 
Fu0u eppreprsuete 2 oo cca ceed a ae + 107, 000, 000 
Fostinines, I9Giiiei bs diel elec ees — 35, 300, 000 


The Committee recommends an appropriation of $3,100,000,000, an 
increase of $107,000,000 over the amount appropriated for 1960, and a 
decrease of $35,300,000 in the estimate. This action permits addi- 
tional personnel for 1961 comparable to the additions for 1960, and 
assumes appreciable increases in efficiency, particularly in the larger 
offices. This reduction is based not only on general budgetary con- 
siderations, but also in the expectation that application of modern 
management techniques will begin to produce results somewhat better 
than the 1 percent annual factor used by the Department in its budget. 
It is also anticipated that the modernization program will begin to 
pay dividends in reduced costs and increased efficiency. The budget 
estimates make no provision, beyond the usual 1 percent factor, for 
additional economies resulting from these new elements. The Com- 
mittee has taken a conservative view of possible economies, and to the 
extent that improvements in efficiency develop more rapidly than 
anticipated herein the reduction imposed will be that much more 
moderate. 

The Committee has inserted language in the bill, the purpose of 
which is to make clear, on its face, that funds in the bill are available, 
as now authorized by the postal laws, for expenses of delivery to 
postal patrons of mail sent under the frank. It anticipates return 
to a method of addressing city-delivery franked mail followed on 
previous occasions, as has long been the case with rural! and star-route 
mail. This would facilitate communication with constituencies in 
consonance with concepts inherent in the granting of the frank. 

Such a procedure would ensure complete service being available to 
every Member to reach every person and every family in his district 
in the distribution of Government publications and information on 
the questions and issues pending before the Congress. No patron 
would be denied the information which it was intended he should re- 
ceive under the frank. Presently, it is virtually impossible, even 
after substantial effort and expense, to adequately cover the district. 

And, it also anticipates economy of operation, for the testimony 
of postal officials is conclusive that it costs the Treasury less when 
city-delivery mail is addressed in manner similar to that now obtain- 
ing for rural and star-route service. 


69011°—60 H. Rept., 86-2, vol. 1——-35 
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The cost of handling franked mail is now paid for by annual pay- 
ment into postal revenues. That procedure would, of course, not be 
changed by this action. 


TRANSPORTATION 


NS GUE foe. bot knntsennwideancntseied} Lagdabads $531, 000, 000 
I ac a ta ee 550, 400, 000 
Neen nee Le ein ee ininw amare meiomnen 548, 000, 000 
Bill compared with: 
EIN ge Be mmm +17, 000, 000 
a ela i nwierab ne pratt — 2, 400, 000 


The Committee recommends an appropriation of $548,000,000, an 
increase of $17,000,000 over the appropriation for 1960 and a decrease 
of $2,400,000 in the budget request. The appropriation for trans- 
portation is determined by mail volume and transportation rates. 

There has been much interest in the cmp airlift of first- 
class mail. Extension of this experiment would have far-reaching 
consequences. Any excess of costs over those of surface transporta- 
tion would be a matter of direct concern to this Committee, and, of 
course, any action which would further impair the condition of the 
railroads as an important element of our national economy would 
concern every citizen. 

Proposals affecting airlift and surface transportation of the mails 
involve major considerations of policy and major impacts on the rail- 
roads, the airlines, their employees, and the public. These policy 
questions should be formulated in legislative proposals for separate 
resolution; they are not a matter for inclusion in an appropriation bill 
nor for exclusive administrative determination. 

Accordingly, the Committee recommends that there be no extension 
of the airlift until the Congress has taken legislative action on the 
question. 


FAcILITIES 
I en macnpiaanenn $190, 660, 000 
RIES CCG ered OO) er ee) Sa ds oetca dundee 213, 600, 000 
I i so sek ik cee nds pace diem een dimen anand 161, 200, 000 
Bill compared with: 

I Ra aahiionepmeiamnoaded — 29, 460, 000 
RE 0) UL dlasonwhesedsced — 52, 400, 000 


This appropriation provides funds for space, supplies, and equip- 
ment for the postal establishment. The Committee recommends an 
appropriation of $161,200,000, a decrease of $29,460,000 below the 
amount appropriated for 1960 and a decrease of $52,400,000 in the 
estimate for 1961. 

The Committee has introduced certain changes in the structure of 
the “Facilities” and ‘‘Modernization of Buildings and Equipment” 
appropriations. The Committee has removed the program for im- 
provement of buildings and equipment from the “Facilities” appro- 
priation and allowed funds in the amount of $38,800,000 for this 
program in the ‘‘Modernization” appropriation. Language in the 
“Facilities” appropriation relating solely to the use of funds for 
this program has been deleted from this account and retained in the 
“Modernization” appropriation. In addition, the Committee has 
inserted a new phrase “not otherwise provided for” immediately fol- 
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lowing the word “expenses”. The intent of the Committee in pro- 
viding this new language is to make clear the distinction that the 
“Facilities” appropriation is intended to provide funds for space, 
supplies and equipment, including vehicles, for the postal establish- 
ment, while the appropriation ‘‘Modernization of Buildings and Equip- 
ment” is intended to provide those innovations and new developments 
which will modernize the postal establishment and bring about a 
transition in facilities and capabilities for handling the mail. 

The Committee has allowed an increase of $10,000,000 in the build- 
ing occupancy program for 1961. This program has expanded from 
$69,000,000 in 1959 to $75,000,000 in 1960 and the budget estimate 
for 1961 requested $95,000,000 for this program. The Committee 
feels that an accelerated program of moving to new buildings as con- 
templated in the estimates would be difficult to administer econom- 
ically and accordingly recommends an increase for 1961 at the rate of 
$10,000,000 over the 1960 level rather than $20,000,000. The increase 
allowed by the Committee is nearly double the increase for 1960 over 
1959 and represents a very substantial augmentation of building space 
and quality available to the Post Office. 

The Committee has imposed a relatively small reduction against 
the requested increase in the vehicle program. ‘This program was 
operated at a level of some $10,000,000 in 1959; the Department 
requested a very substantial increase in 1960 which the Congress 
trimmed considerably and the request of the Department for 1961 
would represent a very substantial augmentation of the vehicle pro- 
gram over that obtaining before 1960. The Committee is convinced 
that a vehicle program of $12,000,000 annually is about all that can 
be justified under present circumstances and believes that such a pro- 
gram should maintain the vehicle fleet of the Post Office Department 
in a reasonably modern state. 

It is of interest to note that the action of the Congress last year 
forced the Post Office Department to move aggressively in its pro- 
gram of vehicle utilization. Testimony received during this year’s 
hearings clearly shows that this aggressive action on the vehicle utiliza- 
tion program of the Department has produced commendable results 
in the form of improved efficiency and economy. The Department is 
commended for its efforts in this area but the Committee is disturbed 
that such action was not taken until forced by the action of the Con- 
gress in reducing last year’s appropriation for this purpose. The De- 
eg has just begun to tap the potential economies to be realized 

rom an intensive program of vehicle utilization, incorporating such 
concepts as the reduction of vehicle fleets where technological change 
population shifts, and changes in volume of originating mail and mail 
to be delivered make it possible to rearrange the distribution of the 
vehicle fleet. ‘The Committee is convinced that such a program can 
generate economies equal to the reduction imposed against this 
program for 1961. 


MODERNIZATION AND IMPROVEMENT OF BUILDINGS AND EquiPMENT 


PINES, TOG S oo cis wacin hbln Sil ch ate belinda d ie odo $80, 000, 000 
IN: RO lcd Ger titi oma a « We’ ncn gece tase Geneon as Odea ees 80, 000, 000 
IG CRRRIIINE, BUC RIIE: FIRB nics ika cesses sikete dnd eekaauanedeenmaittcniialiad 88, 800, 000 
Bill compared with: 

De BIO iets cccusnimnnidame wena +8, 800, 000 
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This appropriation item is for modernization and improvement of 
the physical plant of the postal service. The Committee recom- 
mends an appropriation of $88,800,000, including $38,800,000 for 
the building and equipment improv ement program transferred from 
the “Facilities” appropriation. 

Testimony received during the hearings has established that funds 
are being used from both the “Facilities’? and ‘‘Modernization” 
appropriations on the same projects, without apparent distinction, 
The fundamental purpose of the changes in appropriation structure 
has been to break out and separately. identify those items relating 
to improvement, or creation of the “new” postal establishment. 
The intent of the Committee is to distinguish clearly between main- 
tenance and operation of the existing postal establishment in terms 
of continuing the conventional capability of the postal system, and 
the creation of new technological capabilities for the handling of 
mail. 

The Committee intends that funds justified and appropriated for 
purposes of modernization should not be diverted to mere replace- 
ment of existing facilities without improvement. Furthermore, it is 
the intention of the Committee that every effort shall be made to 
direct modernization efforts into those avenues which offer the most 
reasonable expectation of improved capability and/or reduced operat- 
ing costs and therefore the best prospect of amortizing the investment 
in modernization. 

The Committee has added the phrase ‘“‘made as a result of changes 
in plans” following the provision for current increases. The intent 
of this new language is to limit or preclude cost increases except where 
a bona fide change i in plans, specifications, or scope of a program under 
contract occurs. 

The contract research program budgeted under this appropriation 
item is an extension of the basic program budgeted under the appro- 
priation “Administration, Regional Operation, and Research”. The 
research program of the Post Office Department need not be extensive 
to be adequate; careful selection of a limited number of projects should 
enable the program to produce maximum benefit with reasonable 
expenditure of funds. The appropriation recommended by the 
Committee will enable the Department to carry out the major por- 
tion of its mechanization and building improvement program as well 
as the most promising research projects. 

The Committee devoted considerable time during the hearings to 
the “Turn-key” project at Providence, Rhode Island, and to the 
proposed “Gateway” project at Oakland, California. The Com- 
mittee recognizes the purpose to be served by the Turn-key project 
and appreciates the fact that a laboratory operation cannot be ex- 
pected to operate on a basis which can be justified fully in economic 
terms. However, the Committee was greatly disturbed to find out 
the total magnitude of anticipated costs of operating the Turn-key 
project over the next twenty years. Moreover, the Committee was 
disappointed to find that the Post Office Departmer it contemplates 
installation of equipment already proven in use in other Post Office 
locations and apparently anticipates no radical new improvements 
from the Turn-key operation. In view of this intention on the part 
of the Post Office Department, the Committee is unable to grasp the 
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basis on which the Department represents the Turn-key operation 
as a laboratory which can not be expected to justify itself within 
reasonable limits on an economic basis. 

The Gateway project is now in the early planning stage. Witnesses 
for the Department testified that the Gateway project, unlike the 
Turn-key project, will incorporate radical new technological develo 
ments. Estimates of cost for this project will not become available 
until the initial studies now under way are completed sometime in the 
summer of 1960. The Committee is apprehensive that the Gateway 
project will develop into an inordinately expensive effort and wishes 
to consider this proposal carefully with Post Office officials at each 
successive stage of the project before further commitments are made. 

As noted earlier herein, modernization of the postal establishment 
is one of the effective measures which can be taken to accomplish 
economies in the handling of the mail. ‘The Committee has supported, 
indeed has urged, and expects to continue to support and urge all 
modernization efforts’ consistent with prudent management and 
reasonable expenditure of funds. The Committee is recommending 
an appropriation for these purposes which it is convinced is as large 
as the Department can prudently use in 1961; and it is the intention 
of the Committee to follow very closely the efforts of the Department 
in its further implementation of the postal modernization concept. 


TITLE IIJ—TAX COURT OF THE UNITED STATES 


Aeproprigtion, 10605 (t0 Gate) os 6.4 ck cedn bccn cutie nbeuccsmuccas $1, 535, 000 
PRES BOB icin cdcktnneemeaacinaaibdas nse 1, 583, 000 
mernemnarees Wet, Gi PN oh ak aN ee ee 1, 565, 000 
Bill compared with: 
OOD ATTORTIATIOR..... hi odes baimulbndabekwetteageadataawde -++ 30, 000 
RANOAGH, 1961 .i.ccdcndidtbedsbive dient msudenneanancuasees —18, 000 


The bill includes the sum of $1,565,000, a reduction of $18,000 in 
the estimate and an increase of $30,000 over the appropriation for 
1960. This amount will support the Tax Court at the same level of 
employment as in 1959 and 1960. Additional funds are required to 
meet the costs of retirement pay for judges. 

The Tax Court tries and adjudicates controversies involving tax 
deficiencies and claims for refunds of excess profits taxes under the 
special relief sections of the Internal Revenue Code, and cases involv- 
ing determinations of excessive profits on contracts renegotiated by 
the Federal Government. 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following legislative provision not heretofore carried in connec- 
tion with any appropriation bill is recommended: 
On page 7, in connection with Coast Guard operating expenses: 


Provided further, That not to exceed $100,000 may be expended 
for expenses, not otherwise provided for, necessary to enable the 
Coast Guard to discharge its responsibilities in connection with 
the meeting of the International Technical Conference on 
Lighthouses and Other Aids to Navigation, including trans- 
portation and entertainment of official representatives. 
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FOREIGN INVESTMENT INCENTIVE TAX ACT OF 1960 


Fresrvuary 19, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Boaas, from the Committee on Ways and Means, submitted 
the following 


REPORT 


[To accompany H.R. 5] 


The Committee on Ways and Means, to whom was referred the 
bill (H.R. 5) to amend the Internal Revenue Code of 1954 to en- 
courage private investment abroad and thereby promote American 
industry and reduce Government expenditures for foreign economic 
assistance, having considered the same, report favorably thereon with 
an amendment and recommend that the bill as amended do pass. 

The committee amendment strikes out all after the enacting clause 
and substitutes therefor a new text which appears in the reported bill 


in italic type. 
I. GENERAL STATEMENT 


The principal effect of this bill is to defer the imposition of U.S. tax 
on certain domestic corporations called “foreign business corporations” 
until their foreign income is distributed to shareholders or withdrawn 
from the foreign business for employment in domestic operations or 
for investments. This is to be generally effective for the calendar year 
1961 and subsequent years. This is expected to result in a revenue 
loss of about $85 million a year beginning in 1961. 

This deferral of U.S. tax is already available to the bulk of American 
investments abroad which are carried on through foreign corporations. 
Thus, the principal purpose of this bill is merely to bring the tax 
treatment for foreign operations carried on cheoush U.S. corporations 
more nearly in accord with that applicable w here foreign subsidiaries 
are used. The postponement of American tax as long as the funds 
are used in foreign operations is necessary to place the U.S. corpora- 
tions operating abroad on a competitive basis with other corporations 
(either U.S.- or foreign-owned) which operate in the same foreign 
countries and pay only the taxes of the foreign countries. However, 
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by ending the deferral of U.S. tax at the time the funds are brought 
back for use in the domestic market or for distribution to stock- 
holders, your committee’s bill provides assurance that a tax at least 
equal to the full U.S. tax will be paid before the funds enter the 
domestic market. 

Your committee believes that this tax deferral provision also will 
provide increased incentives for, and will facilitate the expansion of, 
American investment abroad. It believes that the bill will be par- 
ticularly useful in stimulating investments in the less developed 
countries. For the most part these are the countries where the tax 
rates are lower than those in the United States, and it is only to the 
extent that the taxes on the same income are lower in the foreign 
countries that the deferral of U.S. tax results in any benefit. This 
occurs because the foreign tax credit reduces the net U.S. tax by the 
amount of foreign taxes paid (to the extent the foreign taxes do not 
exceed what the regular GS. tax would be on this income). 

Because it wanted to be sure that the bill does not provide tax 
deferral for American corporations in situations where other U.S. 
corporations operating in this country are paying tax currently, your 
committee has been careful to restrict severely the areas and condi- 
tions under which the benefits of this bill are available. Thus, a 
corporation cannot qualify as an ‘““FBC” and enjoy tax deferral unless 
90 percent or more of the income is from foreign sources. It has 
also restricted this tax deferral privilege to income which for the most 
- arises from active business enterprises conducted either directly 

y the FBC or indirectly through its subsidiaries. A third restriction 
denies the tax deferral privilege to firms which obtain more than 10 per- 
cent of their income from imports to the United States and a fourth re- 
striction minimizes any tax advantage which may be obtained under 
this bill for export income. In addition, the bill also contains pro- 
visions, generally known as “gross-up” provisions, which give assur- 
ance that the granting of tax deferral will not decrease the ultimate 
level of combined foreign and U.S. tax on this foreign income of these 
domestic corporations below the level of taxation generally applicable 
to other domestic corporations operating abroad through branches. 

The bill also makes it possible for an existing domestic business with 
foreign subsidiaries to establish one of these domestic ‘foreign busi- 
ness corporations” and, without the imposition of capital gains tax, to 
transfer the stock of the foreign subsidiaries to this domestic “foreign 
business corporation.” Conversely, the bill also provides under cer- 
tain conditions for the transfer of assets, without the imposition of 
capital gains tax, from one of these “foreign business corporations”’ to 
foreign subsidiaries. 

The need for deferring the imposition of U.S. tax in the case of 
domestic corporations has long been recognized. It was advocated 
by the State Department as a part of the point 4 program in a publi- 
cation issued in 1949. It also was advocated by the President in his 
budget message in 1954. At that time tax deferral was provided for 
in legislation passed by the House but was not finally enacted. More 
recently tax deferral for foreign income has been advocated in two 
reports published in 1959 under the auspices of the administration. It 
has also been advocated in testimony before your committee by 
representatives of the Treasury Department for use in the less de- 
veloped countries—the countries where, because their tax rates 
generally are lower, deferral of U.S. tax has its greatest impact. 
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II. GENERAL EXPLANATION OF BILL 


The bill is divided into three sections. Section 1 merely indicates 
that this is to be known as the “Foreign Investment Incentive Tax 
Act of 1960” and provides that nats the amendments made by 
this bill are to be effective with respect to taxable years beginnin 
after December 31, 1960. Section 2 of the bill, which is the princip 
section of the bill, provides for the deferral of U.S. tax under certain 
conditions for domestic corporations known as ‘foreign business 
corporations.” Section 3 of the bill sets forth the conditions under 
which transfers of property may be made from a foreign corporation 
to one of these domestic ‘foreign business corporations” and vice 
versa. 

A. FOREIGN BUSINESS CORPORATIONS 


Section 2 of the bill adds a new subpart to the code dealing with 
foreign business corporations, 


1. Qualifications of an FBC 
The first new section, section 951, defines a foreign business cor- 
oration or an “FBC.” This section indicates that to qualify as an 
BC a corporation must be a domestic corporation, must have elected 
the tax deferral treatment, and also must have met five specific 
requirements. 

(a) Ninety percent of income from foreign sources—To qualify as 
an FBC a corporation first must derive 90 percent or more of its gross 
income from sources without the United States. This requirement is 
designed to give assurance that, before any deferral of U.S. tax is 
provided, the business of the corporation must almost exclusively be 
from foreign operations. 

(b) Ninety percent of income from trade or business, etc.—Second, 
to qualify as an FBC the corporation must derive 90 percent or more 
of its gross income from some combination of the four classes of income 
listed below. The purpose of this requirement is to restrict the benefits 
of tax deferral largely to an active business enterprise or to a cor- 
poration receiving income from such a corporation. The four income 
classes, any combination of which meet this 90 percent test are: 

(a) Income from the active conduct of a trade or business; 

(6) Dividends from a qualified payor corporation (a qualified 
payor corporation is a corporation in which the foreign business 
corporation has a 10 percent stock ownership and which must 
meet substantially the same qualifications as the FBC itself) ; 

(c) Income other than dividends from one of these qualified 
payor corporations; and 

(2d) compensation for technical, managerial, engineering, con- 
struction, scientific, or like services performed outside of the 
United States and for the right to use, outside of the United 
States, patents, copyrights, secret processes and formulas, good- 
will, trademarks, trade brands, franchises, and other like proper- 
ties. 

However, two of these income classes are limited. First, the 
dividends from a qualified payor corporation must be out of earnings 
and profits of such a corporation when it was a “qualified payor” or 
when it would have been except for the 10 percent stock ownership 
requirement. In other words, the dividend income must be paid out 
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of earnings and profits accumulated during a period when the sub- 
sidiary corporation itself would, except for the stock ownership 
requirement, meet the qualifications of an FBC. 

Second, the royalty, copyright, and similar income (but not the 
technical, managerial, etc., services) referred to in the fourth category 
cannot be taken into account in meeting this 90 percent test to the 
extent of more than 25 percent of the corporation’s gross income. 
Thus, if 55 percent of a corporation’s income otherwise qualified 
under the 90 percent test and 45 percent was derived from royalties, 
etc. (described in this fourth category), the corporation would not 
qualify since the royalty, etc., income, limited to 25 percent of gross 
income, plus the 55 percent of gross income otherwise qualhfying 
represents only 80 percent of its total gross income. On the other 
hand, if 65 percent of its income otherwise qualified and 35 percent of 
its income was from these royalties, the corporation would meet 
this test since the 65 percent of income otherwise qualifying plus 25 
percent of the gross income representing royalty income would be 
90 percent of its gross income. This restriction as to the extent to 
which royalty income may qualify under this 90 percent test is 
provided since this income is of a passive nature. To the extent that 
income from patents, copyrights, etc., may qualify as income from 
the active conduct of a trade or business, or as income other than 
dividends from a qualified payor corporation, it is classified in either 
the first or third categories rather than the fourth category and, 
therefore, in such cases the 25 percent restriction does not apply. 

(c) Not more than 10 percent of income from U.S. imports.—The 
third test which must be met by a domestic corporation if it is to be 
classified as an FBC is that it not derive more than 10 percent of its 
gross income from the sale of any articles for ultimate use, consump- 
tion, or disposition in the United States. This applies not only with 
respect to manufactured articles but to raw materials and food and 
other products as well. Your committee has added this restriction 
because it does not believe that the United States should grant tax 
deferral to domestic companies for the sale of products or materials 
in the American market which are in competition with domestically 

roduced or extracted products where this tax deferral is not available. 

(d) Ineligible corporations.—The fourth requirement for an FBC 
is that it must not be an “ineligible corporation,” that is, it may not 
be one of seven types of organizations. These are tax-exempt organi- 
zations, China Trade Act corporations, regulated investment com- 
panies, personal holding companies, life insurance companies, unin- 
corporated business enterprises taxed as corporations, or corpora- 
tions electing to have their income taxed to shareholders. Also, a 
foreign corporation may not be a ‘‘qualified payor corporation” if it is 
a foreign personal holding company. Corporations falling in these 
categories have been excluded from the tax deferral treatment pro- 
vided for FBC’s since they already are subjected to special treatment 
under the tax laws and to extend the FBC treatment in their cases 
appears unnecessary or undesirable. A special situation exists in the 
case of life insurance companies, however. They have been included 
in the ineligible category because of the difficulty in working out the 
interrelationship of the FBC and life insurance company tax treatment. 
Therefore they have been made ineligible corporations for the present 
without prejudice as to revision of this treatment after an opportunity 
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for futher study. For similar reasons they also have been omitted 
from the tax deferral treatment presently provided by the bill for 
branches of banks. 

(e) Supplying information.—The fifth requirement of an FBC is 
that it furnish to the Secretary of the Treasury or his delegate such 
information as is necessary with respect to the corporation in order 
to carry out the provisions of the income tax laws. This is to be sup- 
plied not only with respect to the current taxable year but also for 
prior taxable years which are affected by, or affect, an election under 
this provision. This information is required in order to give assur- 
ance that the Treasury Department will have at hand any informa- 
tion it needs to determine whether a corporation qualifies as an FBC. 
as well as to determine whether it complies with other requirements of 
the internal revenue laws. However, the bill also provides that no 
information is to be required of a corporation unless it was of a 
character set forth on the tax forms or in the regulations in effect at the 
beginning of the taxable year involved. This prevents the retroactive 
requirement of information which, after the event has occurred, the 
corporation might not be in a position to obtain. However, to the 
extent information is required for the calendar year 1960 or earlier 
years, it will not be siieiltie to require that it be set forth in advance in 
the tax forms or regulations. 


2. Election for FBC treatment 


The election to be treated as an FBC must be made either in the 
last month of the year before it is to be effective or in the first month 
of the year in which it is to take effect. Once made, an election con- 
tinues until the beginning of the year following the year of revocation, 
or until the beginning of the year following the year in which the 
election is terminated where the corporation no longer qualifies as an 
FBC. Continuance of the election for 1 year beyond the first year in 
which a corporation fails to qualify is intended to prevent the termi- 
nation of the tax deferral privilege for all prior years where a corpora- 
tion solely by inadvertence fails to qualify because of special conditions 
in a single year. Nevertheless, in this year in which the corporation 
does not qualify it receives no tax deferral for the income of that year, 
although it does not have to pay a tax in that year with respect to 
income previously deferred (unless it is distributed). 

8. Definition of a qualified payor corporation 

As previously indicated, a corporation may qualify as an FBC if it 
receives dividends or other income from a ‘‘qualified payor corpora- 
tion” and this income (together with certain other specified cate- 
gories) equals 90 percent or more of its grossincome. This term is also 
aan in connection with certain distribution rules described 

elow. 

A qualified payor corporation may be either a domestic or foreign 
corporation but must be one in which the FBC (or next corporation 
above the corporation in question) has at least a 10-percent voting 
interest. The corporation in order to be a qualified payor must 
itself satisfy the first four qualifications which must be met by an 
FBC. In addition, it must meet an information requirement which 
is substantially the same as that applicable to FBC’s. It differs 
from the FBC requirement only in that the information instead 
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of relating to the income tax laws generally in this case relates only to 
the tax deferral provisions of the new subpart. 

In addition in the case of a qualified payor corporation which is an 
immediate subsidiary of an FBC, a test must be met which is not 
required of the FBC itself. Such an immediate subsidiary must 
derive 50 percent or more of its gross income from sources outside the 
United States from the active conduct of a trade or business. This 
requirement does not apply, however, in the case of subsidiary 
corporations further down in the chain of organization. This require- 
ment was added because of your committee’s desire to require the 
income of an FBC for the most part to be from the active conduct of 
a trade or business carried on directly by the FBC or by one of its 
immediate subsidiaries. 

A further requirement of a qualified payor corporation is that its 
assets and payroll must for the most part be situated in or attributable 
to foreign countries. The percentage requirement specified provides 
that no more than 20 percent of the assets and payroll may be at- 
tributable to U.S. sources if a corporation is to be a qualified payor 
corporation. This provision, and the reason for it, is explained further 
in connection with the distribution rules for FBC’s since a similar 
requirement, relating to FBC’s, treats as distributed (and therefore 
taxable) amounts representing U.S. assets and payroll. 


4. General outline of tax deferral procedure 


In addition to the new section 951, section 2 of the bill adds five 
other new sections to the code which deal with the taxation of FBC’s. 
These are sections 952 through 956. 

Under the bill an FBC is taxable on its income derived from U.S. 
sources at the time this income is earned. In addition, its tax base 
also includes foreign income but this is included at the time it is dis- 
tributed (or treated as if it were distributed) rather than at the time 
it is earned. Then when this FBC corporation pays dividends to its 

arent corporation (where one corporation holds stock representing at 
hee 80 percent of the combined voting power of all classes of stock) 
the parent corporation is given a 100-percent dividends-received de- 
duction, which in effect exempts this income from taxation in the hands 
of the recipient. Where the stock interest is less than 80 percent, the 
85-percent intercorporate dividends-received deduction, provided 
under existing law, is available. 

The bill provides for the deferral of tax on this foreign income until 
the time of its distribution so that this income will not be subjected 
to U.S. tax any sooner than similar income of foreign subsidiaries of 
U.S. corporations. In such cases the tax is not paid until the time the 
income is declared as a dividend. 

For similar reasons the bill provides a 100-percent dividends- 
received deduction. In the case of the foreign subsidiaries, a U.S. 
tax is imposed on the domestic corporation receiving the income but 
no U.S. tax is imposed on the foreign subsidiary. In the case of the 
FBC’s, however, the tax is imposed upon the company carrying on 
the foreign operations. Therefore, in order not to have an additional 
tax burden with respect to the corporation receiving distributions from 
the FBC, the bill (where there is the 80 percent ownership) provides 
the 100-percent dividends-received deduction. Thus, although the 
tax will be imposed with respect to different corporations in these 
two cases, nevertheless, in both cases only one tax will be imposed 
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and that at the time the income is withdrawn from use in the foreign 
operations. 

Thus, the bill provides equality of tax treatment between domestic 
FBC’s in foreign operations and foreign subsidiaries so used insofar 
as the timing of the imposition of tax is concerned and the number of 
taxes imposed. Of course, there are other differences in the tax treat- 
ment of domestic and foreign corporations, some of which benefit one 
category and others which benefit the other category. Your commit- 
tee believed that it was important to equate the timing and number of 
taxes imposed in these cases so that domestic corporations would be 
on an even footing with foreign corporations, insofar as U.S. tax is 
concerned, in competing for foreign markets. Moreover, if U.S. tax 
is deferred during the period of time funds are employed in foreign 
operations, the American enterprises also can compete on an even 
basis with other foreign enterprises not subject to U.S. tax. At the 
same time, by imposing a U.S. tax at the time funds are withdrawn 
from the foreign venture (either for use in a domestic enterprise or for 
distribution to stockholders) equality of tax treatment is then ob- 
tained with domestically-earned income. 


5. Reinvested foreign income and its account 


The bill provides that a record of this foreign income, on which the 
U.S. tax is deferred, is to be maintained (together with a record of 
foreign taxes paid) in order to determine from which year the tax 
deferred income is being distributed at any given time. This account 
is referred to in the bill as the reinvested foreign income account. 

(a) Foreign taxes are added to account.—Each year there is added to 
this account an amount referred to as the “reinvested foreign income.” 
This is the taxable income from foreign sources for the year (computed 
under Internal Revenue Code rules as to what constitutes taxable 
income from foreign sources) but without deducting “‘income, war 
profits, and excess profits taxes paid or accrued to any foreign country 
or to any possession of the United States.’”? Not deducting these foreign 
taxes is one aspect of the so-called “gross-up’’ which is intended to 
provide the same results with respect to the tax base of these FBC’s 
as is provided generally with respect to the tax base of foreign branches 
of American corporations. Thus, in the case of the branch, the U.S. 
tax base is not the income after the deduction of foreign taxes but 
rather the income before any allowance is made for these taxes. 

Also added to “reinvested foreign income” are income, etc., taxes 
of corporations paying dividends to FBC’s where the FBC’s are 
“deemed” to have aid the taxes actually paid by the other corpora- 
tion. This can include the taxes paid by a corporation in which the 
FBC holds a voting interest of 10 percent or more and where a sub- 
sidiary of the FBC has an interest of 50 percent or more in a second 
subsidiary. This provides the same tax treatment in this respect for 
income received from subsidiaries of FBC’s as is provided where the 
FBC’s earn the income directly. 

(b) Net long-term capital gains.—Another adjustment also is made in 
taxable income from foreign sources in arriving at ‘reinvested foreign 
income.” In the case of net long-term capital gains, the bill provides 
that the amount to be treated as reinvested foreign income is to be the 
amount of the gain multiplied by a percentage which is the difference 
between the top corporate rate and 100 percent. In other words, with 
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the present corporate rate of 52 percent this would mean that a net 
long-term capital gain of, say, $100,000 would be multiplied by 48 
percent and that this $48,000 would then be added to the reinvested 
foreign income account. This is a substitute for maintaining sep- 
arately the character of capital gains in the reinvested foreign income 
account until they are finally distributed. Thus, when this income is 
finally distributed it will be subject to a 52-percent tax, and 52 percent 
times the $48,000 used in the example indicates an effective tax rate on 
the $100,000 net long-term amet gain of approximately 25 percent 
(actually 24.96 percent). 

(c) “‘Grossing-up”’ for taxes.—Subtractions from the reinvested for- 
eign income account, which result in taxable income for the FBC, 
occur whenever distributions are made by the FBC to its stockholders, 
as well as when certain other transactions occur which are treated as 
distributions. The amount treated as a subtraction from this account 
includes not only the distribution itself but also an amount represent- 
ing either the U.S. or foreign tax attributable to this distribution, 
whichever is the higher. This is the second aspect of the process 
which has been described as the “‘gross-up”’ and is necessary to give 
assurances that this income will pay the full 52 percent U.S. tax and 
is in accord with the treatment applicable to a domestic corporation 
operating abroad through a branch. 

Thus, if $40 of income is actually distributed and the foreign tax 
attributable to it is $60, the amount treated as a subtraction from the 
account (and, therefore, as taxable income to the FBC) is $100, con- 
sisting of the $40 actually distributed plus the $60 of foreign tax. This 
$60 af Soreign tax will then be available to the FBC to be claimed as a 
credit against the tentative U.S. tax otherwise due (or can be used as a 
deduction). For example, in this case where $100 is taxable (the sur- 
tax exemption is ignored for this purpose), the tax would be $52. The 
foreign taxes of $60 in this case wt then be used as a credit which 
would entirely offset the U.S. tax and leave $8 of foreign taxes which 
would then be available as an unused credit carryback for 2 years or as 
an unused credit carryforward for 5 years. 

The example cited above assumes that the foreign taxes are higher 
than the U.S. taxes. However, assume that the foreign tax rate is 40 

ercent instead of 60 percent and that a distribution of $48 is made. 
Tn this case the distribution would be “grossed-up”’ on the basis of the 
U.S. tax rate to $100 (since this reduced by a 52 percent tax is $48). 
The $100 “‘grossed-up”’ distribution then would be subtracted from the 
reinvested foreign income account and would be included in the U.S. 
tax base. The tentative U.S. tax on this would be $52. Against this 
would be allowed a foreign tax credit with respect to the $40 paid the 
foreign country. Subtracting this from the tentative U.S. tax would 
leave a net U.S. tax of $12. 

(d) Order of subtractions from accouwnt.—Under the procedure set 
forth in the bill, whenever an amount subtracted from the reinvested 
foreign income account exceeds the balance in the reinvested foreign 
income account for the most recent year, any remaining distribution 
is treated as made out of the balance in the account for the next most 
recent year. 

An account must also be kept for foreign taxes paid on a year-by- 
year basis, and whenever a subtraction is made from the reinvested 
foreign income account a similar, proportionate reduction is made in 
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the foreign tax account with the amount of the reduction in the tax 
account indicating the foreign taxes which can then be taken currently 
as a foreign tax credit or deduction. However, if the income account 
is reduced to zero other than by an actual or constructive distribution 
(as can happen, for example, through the operation of the net operating 
loss carryback) any balance in the foreign tax account then can be 
taken as a credit or deduction for the year the taxes were paid or 
accrued. They also will then be available as an unused credit carry- 
back or carryforward from that year. 


6. Special rules for foreign taxes 


The foreign taxes which are added to the reinvested foreign income 
account and also which are available as credits or deductions when 
subtractions are made from this account include not only foreign 
taxes actually paid by the FBC itself but also those paid by its sub- 
sidiary, or by its sub-subsidiary, which the FBC is “deemed” to have 
paid. Also, these foreign taxes for both purposes are computed with- 
out taking into account the reduction which generally is required 
under the Supreme Court case American Chicle Co. v. U.S. (316 U.S. 
450 (1942)) for the ratio of accumulated profits to total profits. This 
reduction was required because the tax allowable as a credit was 
limited under this decision to an amount representing taxes paid with 
respect to only the part of the total profits remaining after payment 
of foreign taxes. Therefore, the taxes attributable to the portion of 
the total profits used to pay the foreign taxes could not be assigned to 
the dividends. However, since under the bill these foreign taxes are 
added to the income in the reinvested foreign income account the 
reduction which the American Chicle case generally provides becomes 
unnecessary here. 

Also, in computing the limitation with respect to foreign taxes the 
bill provides that in the case of these FBC’s the so-called “overall 
limit” rather than the “per country” limit is to apply. The limitation 
on the foreign tax credit is designed to give assurance that the foreign 
tax credit will not result in any reduction in U.S. taxes on U.S. income. 
The ‘‘per country” limitation does this by applying a ratio involving 
each foreign country’s taxes separately. The “overall” limitation on 
the other hand in applying this ratio takes into account foreign taxes 
paid to all countries collectively. The effect of this ‘‘overall” limita- 
tion therefore is to average out the high and low rates applicable in 
various foreign countries. In the case of an FBC this “overall” limit 
provides essentially the same tax treatment as now is available in the 
case of the so-called foreign based holding company. For such com- 
panies the regulations have provided that the taxes of all foreign 
countries in which subsidiaries of the holding companies operate are 
to be considered taxes of the foreign country in which the holding 
company is incorporated. 

7. Amounts treated as taxable distributions 

As indicated above, the subtractions from the reinvested foreign 
income account which increase an FBC’s tax base are distributions 
plus the “gross-up” for U.S. or foreign tax, whichever is higher. The 
distributions referred to include not only actual distributions such as 
dividends, redemption of stock and the partial or complete liquidation 
of a corporation, but also certain other transactions which are treated 
as if they were distributions. Under the bill there are three categories 
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of these constructive distmbutions, The first involves a ratio of U.S, 
investments and payroll to total investments and payroll and is 
designed to deny tax deferral to the extent the activity is based in the 
United States rather than a foreign country. Thesecond constructive 
distribution rule involves investments in so-called prohibited property. 
In general terms these prohibited investments are investments which 
are unrelated to the foreign active business enterprise. The third 
constructive rule involves loans from a corporation to a parent having 
at least a 10 percent stockownership. In this case if the lender is an 
FBC, the loan is treated as a distribution. Where the borrower is 
the FBC the loan is treated as income to it, which increases its rein- 
vested foreign income. 

(a) Part of income attributed to U.S.-based activity —The ratio of 
investment and payroll which results in a constructive distribution 
is a ratio of U.S. investments and payroll to total investments and 
payroll. To the extent of the American investment and payroll, 
tax deferral is denied in the case of trade or business income on the 
grounds that the activity involved is in reality a U.S.-based activity 
rather than a foreign activity. It was believed that merely because a 
company purchasing property succeeds in passing title to it abroad 
was no reason to give the benefits of U.S. tax deferral to such income 
unless all export income, irrespective of where title to the property 
passes, also receives the advantages of U.S. tax deferral. Moreover, 
to provide tax deferral for income arising from activities which are 
U.S.-based would appear to discriminate against domestic income 
generally. 

The bill, in order to deny U.S. tax deferral where substantial 
amounts of the income are attributable to activity in the United 
States, provides that the income of an FBC which is from the active 
conduct of a trade or business (which, of course, does not include 
dividend and similar other forms of passive income) is to be multiplied 
by a percentage representing the proportion of investments and 
payroll which are U.S.-based over its total investments and payroll. 
One-half of the amount so determined is then to be treated as if the 
income were distributed currently. This rule is to apply, however, 
only if the percentage of U.S. investment and payroll to total invest- 
ments and payroll is 10 percent or more. ‘Thus, under this de minimis 
provision this rule will not be used where a relatively small proportion 
of the total activity is U.S.-based. 

The ratio of U.S. investments and payroll to total investments 
and payroll is determined by taking the adjusted basis of the property 
situated in the United States and two times the amount paid for 
services performed in the United States and dividing this amount by 
the adjusted basis of all of the taxpayer’s property whether within or 
without the United States and two times its payments for personal 
services whether within or without the United States. The property 
referred to in this ratio is only real property and tangible personal 
property other than inventory. Moreover, both the property and the 
mana services must be of a type which are ordinary and necessary 
or carrying on the trade or business. In addition, this ratio is to be 
applied separately where the taxpayer is engaged in two or more 
separate trades or businesses. However, for the separate application 
of the ratio, the trades or businesses must be clearly and distinctly 
separate trades or businesses. This is intended, for example, to 
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prevent a manufacturing business carried on in one country, where 
perhaps large investments and payroll are required, to remove from 
the application of this rule an export business, unrelated to the 
manufacturing business, which involves another country. 

This same investment and payroll test is used to be sure that 
subsidiary ‘qualified payor” corporations do not have too large a 

ortion of their activity based in the United States. In their case, 
Sowever, for ease of administration, this is made a qualifying test 
rather than a constructive distribution, with the requirement that 
no more than 20 percent of their trade or business income be based 
on U.S. investments and payroll. 

(b) Investments in prokibyied property.—The denial of tax deferral 
where investments are made in what are described as “prohibited 
property” is designed to limit the benefits of U.S. tax deferral to those 
cases where the funds are being used in active foreign operations and 
have not directly or indirectly been diverted to U.S. operations or 
converted into mere investments, whether in U.S. property or foreign 
property. Therefore, your committee’s bill provides that prohibited 
property is any property other than— 

(1) tangible or intangible property which is ordinary and 
necessary for carrying on a trade or business of the taxpayer, but 
only where 90 percent or more of the income is from foreign 
sources (for the taxable year or the preceding year), 

(2) securities of a ‘‘qualified payor’ corporation or of another 
10-percent-owned FBC (including one not qualifying for the 
current year which, nevertheless, has elected FBC treatment), 

(3) bonds and other obligations of foreign governments but not 
in excess of 15 percent of the taxpayer’s earnings and profits 
accumulated since 1960, 

(4) bonds and other obligations of the United States, 

(5) money, 

(6) bank deposits, and 

(7) loans to a parent corporation holding at least a 10 percent 
interest (since as described below, separate treatment is pro- 
vided for these loans). 

Holdings of prohibited property are treated as distributions by an 
FBC to the extent it has any balance in its reinvested foreign income 
account. However, once amounts are treated as distributed in 1 year 
they will not again be treated as resulting in a new distribution in the 
next year. On the other hand if an investment in prohibited property 
in 1 year does not result in a distribution, because of the absence of any 
balance at that time in the reinvested foreign income account, this 
property, nevertheless, will subsequently result in a distribution when 
such a balance does exist. Where varying amounts of property are 
held during the year, the amount treated as a distribution in the case 
of prohibited property is the maximum holding during the year. The 
amount of prohibited property treated as a distribution generally is 
the adjusted basis of the property less any liability outstanding to 
which it is subject. Of course, if this liability is subsequently reduced, 
a distribution occurs at that time (if there is a balance in the account). 

Where a subsidiary (other than another FBC or a corporation elect- 
ing to be so treated) in which an FBC has a 10-percent interest holds 
prohibited property the FBC itself is treated as holding this property 
and, therefore, is itself considered to have made a distribution of this 
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property. This rule applies whether or not the subsidiary is a qualified 
payor. However, a special rule prevents the counting as prohibited 

roperty of both the stock of the subsidiary and property it holds, 

nstead, where both are prohibited property, the greater, but not 
both, is considered to be prohibited property held by the FBC, 
Where no information is supplied as to the holdings of a subsidiary, 
the fair market value of the subsidiary’s stock is considered to be 
prohibited property. 

(c) Loans to a parent corporation.—The bill treats loans from an 
FBC to a parent corporation (holding at least a 10-percent stock 
interest in the FBC) as a taxable distribution by the FBC. In this 
case the parent has effectively achieved the withdrawal of the funds 
from the foreign operation and made them available for its own 
operations. Therefore, it appears appropriate to treat these loans in 
the same manner as a distribution by the FBC and the bill so provides. 
Provision also is made where, because of the absence of reinvested 
foreign income a loan does not result in a taxable distribution, for the 
loan to be so treated in a subsequent year when the corporation does 
have a balance in its tax deferred income account. 

Where a subsidiary of an FBC makes a loan to it, however, the 
situation is somewhat different. A dividend payment by the sub- 
sidiary to the FBC, to which this appears directly comparable, would 
increase the balance in the FBC’s account for deferred income. 
However, this will not result in a taxable transaction unless other 
actions are taken by the FBC. The bill therefore provides that 
loans from subsidiaries to FBC’s will increase the latter’s reinvested 
foreign income but, in the absence of other transactions, will not 
result in a U.S. tax. 

In addition, the bill makes provision for obtaining the same treat- 
ment, both in the case of loans by and to FBC’s where substantially 
similar transactions are made through chains of corporations. 

An exception to the application of these loan provisions is made for 
loans which are ordinary and necessary to the trade or business of 
both the lending and borrowing corporations to the extent the loans 
do not exceed the amount which could be expected between unrelated 
parties. However, this exception, which is primarily designed to 
make provision for open accounts and other commercial loans regularly 
used in a trade or business, is not to apply unless the loan arises in 
connection with the sale of property. ‘This exception, of course, is 
intended to prevent the special treatment of loans under the bill 
from interfering with normal business loans in the case of the sale of 
property. 

(d) Carryover of account, etc., in reorganizations.—The bill provides 
for a carryover of the reinvested foreign income account and the for- 
eign tax account from an old FBC to a new FBC in the case of certain 
tax-free reorganizations and liquidations. This would include, for 
example, most liquidations of a controlled subsidiary, a statutory 
merger or consolidation, or a mere change in identify, form, or place 
of organization. This in effect is provided so that in these cases the 
old FBC will not be taxed on the balance in its reinvested foreign in- 
come account at the time of the reorganization or liquidation. This 
means, of course, that the new FBC will be taxable as it makes dis- 
tributions out of the reinvested foreign income carried over from the 


old FBC. 
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8. Tax deferral for foreign branches of banks. 


The bill also adds a new section 957 which permits banks to treat 
their foreign branches for tax purposes as if they were separate foreign 
business corporations. The procedures to be followed will be pro- 
vided by regulations, and in order to give more time to the Internal 
Revenue Service in working out these regulations, your committee’s 
pill makes this particular section applicable only in the case of years 
beginning on or after January 1, 1963. This special treatment for 
branches of banks is provided because it is recognized that in many 
cases it is desirable, if not necessary, in the case of banks, to have the 
capital of the home bank directly available to support the deposits of 
the foreign branch operations. 

(a) General requirements.—The bill provides that these branch banks 
are to be sented as FBC’s if they elect this treatment, derive 90 per- 
cent or more of their gross income from sources without the United 
States and derive 90 percent or more of their gross income from the 
active conduct of a trade or business. For this purpose commissions 
and interest and income and gains from loans and investments which 
are ordinary and necessary in carrying on a trade or business are con- 
sidered as being from the active conduct of a trade or business. 

(b) Treatment.—These branch banks under regulations are to be 
treated in the same manner as if they were separate corporations ex- 
cept that under subchapter C of chapter I the special corporate rules 
relating to the contributions of property and to distributions are not 
to apply. Distributions received by banks from their branches are 
to be treated as dividends for which a 100-percent dividends-received 
deduction is available. 

(c) Multiple branches.—The bill provides that a bank in its first 
election with respect to branches may either treat a branch as if it 
were a separate FBC or combine it with branches in other countries. 
In any subsequent election with respect to a branch for which an 
election had not previously been made it can provide that that branch 
is to be treated as a separate unit or as a part of any existing combina- 
tion of elective branches. However, any election with respect to 
operations in any country is to include in a single election all branches 
operating in that country 

This election to combine branches in more than one country accords 
banks operating abroad through branches the same right which is to 
be available generally with respect to other corporations using FBC’s, 
since the latter can combine the operation in more than one country 
if the parent corporation so desires. 


9. Nonapplication of personal holding company taz to certain FBC’s 
The bill also amends the personal holding company provisions of 
the code (sec. 543) to provide that under certain conditions this special 
75- to 85-percent tax is not to apply with respect to dividend, interest, 
ne rovaltv income received by a corporation which would otherwise 
be an FBC, and is not to make the corporation ineligible for FBC 
treatment. Under present law where five or fewer individuals hold 
50 percent or more of the stock of a company and most of its income 
comes from dividends, interest, and other forms of passive income, 
this personal holding company tax may apply. This presents no prob- 
lem where five or fewer individuals own an operating company doing 
business in the United States, but will present a problem if such a 
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company sets up a subsidiary FBC corporation to hold the stock of 
operating subsidiaries carrying on business abroad. In such cases 
(without the exception provided by the new sec. 957) the personal 
holding company tax would be likely to apply to the FBC as a result 
of the dividends received by the FBC from its subsiditries. 

The bill sets up three basic conditions which must be met before 
an FBC may be excused from the application of any personal holding 
company tax which otherwise might apply. First, the domestic 
parent corporation must not be a personal holding company nor, if 
its operations were combined with those of all of its subsidiaries, 
would the combination be a personal holding company. This giv es 
assurance that the overall operation will not be of a personal holding 
company nature. Second, the dividend, interest and royalty income 
which the FBC receives, in order to be excused from the application 
of the personal holding company tax, must be derived from another 
corporation in which the FBC has more than a 50-percent interest (or 
as close to this as is permitted by the laws of the foreign country in 
which the corporation operates). Thus, the subsidiary (or subs diaries) 
will be a part of the integrated operations of the group. Third, this 
subsidiary corporation must receive 70 percent or more of its income 
from sources outside of the United States and from the active conduct 
of a trade or business, giving assurance that most of the income will 
be from the foreign operations and from an active business enterprise. 

As an alternative to the 50-percent ow nership requirement of the 
FBC in the subsidiary, the bill provides that a 25-percent interest 
will be sufficient but only if the trade or business carried on by the 
subsidiary is of the same or similar or related character as the trade or 
business of the domestic parent corporation. 


B. TRANSFERS TO AND FROM FOREIGN BUSINESS CORPORATIONS 


Section 3 of the bill makes three amendments which for the most 
part relate to transfers to or from foreign business corporations. The 
first of these is an amendment to section 367 of the code making this 
poorest inapplicable in certain cases where transfers are made to or 

rom an FBC. The second amendment makes the special excise tax 
provided by section 1491, for transfers of stock and securities to foreign 
corporations, inapplicable in certain cases where the transfer is trans- 
ferred to a foreign business corporation. The third amendment relates 
to transfers of inventory to foreign business corporations and in this 
case also to foreign corporations generally. 


1. Nonapplication of capital gains tax for certain exchanges involving 
FBC’'s 

Section 367 of present law provides that for purposes of certain 
exchange provisions of present law (secs. 332, 351, 354, 355, 356, and 
361) a foreign corporation is not to be considered as a corporation 
unless before the exchange takes place it has established to the satisfac- 
tion of the Secretary or his delegate that the exchange is not in ‘‘pur- 
suance of a plan having as one of its principal purposes the avoidance 
of Federal income taxes.”’ The effect of this is that if prior approval 
has not been obtained for the exchange, it will be viewed simply as an 
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exchange of property resulting in the imposition of a capital gains tax 
to the extent of any gain realized on the transaction, without regard 
to the fact that otherwise it might be viewed as a tax-free exchange 
under subchapter C. 

Because of the broad interpretation placed by the Internal Revenue 
Service on the words “avoidance of Federal income taxes” in this 
section, your committee believes that this section might, if not 
amended, interfere with the establishment of FBC’s and the reorgan- 
ization of foreign operations in existing foreign corporations where it 
is desired to transfer stock of these existing foreign corporations from 
a domestic parent to an FBC set up as a domestic holding company 
for the operations carried on abroad. ‘To remove this effect the bill 
provides that if substantially all of the property of a foreign corpora- 
tion is transferred to an FBC, section 367 is not to apply. Thus in 
such cases there will be no recognition of capital gain if the exchange 
is made in such a manher as otherwise to represent a tax-free exchange. 
However, in such a case the bill provides that the accumulated 
earnings and profits of the foreign corporation are to be treated as if 
they were distributed to the FBC. The effect of this will be to 
increase the reinvested foreign income of the FBC, or the amount of 
its income on which tax is deferred and which, upon a distribution by 
it, will result in a tax. 

The bill also provides that a distribution of property called “foreign 
business property” by an FBC to a foreign corporation in exchange for 
stock of the foreign corporation is to be excluded from the application 
of section 367. ‘Thus, in these cases also there will be no imposition 
of a capital gains tax at the time of the exchange. This will enable 
an FBC to establish new foreign subsidiaries, if it cares to do so, 
without the imposition of a capital gains tax. Certain conditions, 
however, must be met before section 367 is made inapplicable to these 
exchanges. First, the foreign corporation must be controlled by the 
FBC, and in this case control is defined as including 80 percent of the 
voting stock as well as 80 percent of all other classes of stock of the 
corporation. Secondly, the foreign corporation in its first taxable 
yet after the exchange must be a “qualified payor corporation.” 

n other words, it must in general meet the same conditions as an 
FBC, i.e., its income must be derived to the extent of 90 percent from 
sources outside of the United States, its income to the extent of 90 
percent must be derived from the active conduct of a trade or business 
or certain other specified sources, not more than 10 percent of its 
income must be derived from sale of articles which are imported into 
the United States. 

As indicated previously, in the case of the transfer of property by 
an FBC to a foreign corporation, this nonapplication of section 367 
is to be available only in the case of certain property called “foreign 
business property.’’ Foreign business property is defined as property 
which is transferred for use in the foreign corporation’s trade or busi- 
ness and within 6 months is so used. It does not include inventor 
or stock in a domestic corporation. Also, it does not include stoc 
in a foreign corporation unless the foreign corporation is a qualified 
payor corporation both in the 3 prior taxable years and in the first 
year after the exchange. Moreover, for both periods it must derive 
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at least 50 percent of its foreign gross income from the active conduct 
of a trade or business. The intent in restricting the type of property 
which can be transferred to a foreign corporation by an FBC without 
the application of section 367 is to restrict the property so transferred 
to that which is actually intended for use in the foreign operation. 


2. Nonapplication of special excise tax for transfers by FBC’s of securi- 
ties to foreign corporations 

Section 1491 of present law imposes a special excise tax of 27 per- 
cent on the excess of the value of stock and securities transferred to a 
foreign corporation over the adjusted basis of these securities in the 
hands of the party making the transfer. Present law provides, how- 
ever, that this tax is not to apply if it is established to the satisfaction 
of the Secretary or his delegate that the transfer is not in pursuance of 

a plan having as one of its principal purposes the avoidance of Federal 
income taxes. Thus, in a limited area, its effect is much the same as 
section 367. Therefore, for the same reasons that your committee 
amended section 367, it has amended section 1492 to make the special 
excise tax imposed by section 149 1 inapplicable if the stock transferred 
is ‘foreign business property” as defined in section 367(c). 


8. Gain to be taxed when inventory is transferred to FBC’s or foreign 
corporations 

Your committee recognized that to allow the trausfer of inventory 
(i.e., property described in sec. 1221(1)) to either an FBC or to a 
foreign corporation may permit the deferral of any gain which other- 
wise might be realized with respect to the inventory during the period 
of time it was held in the United States. To prevent this result, it has 
added a new section 78 to the code providing that gross income is to 
include any gain on this inventory when it is transferred either to an 
FBC or to a foreign corporation as a contribution of capital to either 
of these types of corporations. The gain in this case is to be computed 
on the basis of the fair market value of the property at the time of the 
transfer. 
4. Application of section 351 

Under section 351 of present law certain property can be transferred 
from one corporation to another which it controls (80 percent or more) 
without the recognition of gain or loss. Questions have arisen as to 
whether “control’’ exists for purposes of this section when there are 
three corporations in a chain with the top corporation in the chain 
transferring property down to the third in the chain. At one time the 
committee considered adding an amendment to the bill making it 
clear that control of the corporation under section 351 existed where 
a corporation owns all of the stock of a subsidiary which in turn owns 
80 percent or more of the stock of another corporation. It has con- 
cluded, however, that this is unnecessary in view of the fact that a 
representative of the Treasury Department indicated that there has 
been a favorable determination in a case of this general type and that 
this is the established policy of the Department. 
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Ill. TECHNICAL EXPLANATION OF THE BILL 
SECTION 1. SHORT TITLE, ETC. 


This section of the bill provides a short title for the bill, a provision 
to the effect that references in the bill are considered to be made to 
a section of the 1954 code, and a general effective date provision. 

(a) Short title—Subsection (a) of this section contains a short title 
for the bill; namely, the “Foreign Investment Incentive Tax Act of 
1960’’. 

(6) Amendment of 1954 code.—Subsection (b) of this section con- 
tains a provision eliminating the necessity of referring to the Internal 
Revenue Code of 1954 each time a change is made in that code by 
the bill. Whenever in the bill an amendment or repeal is expressed 
in terms of an amendment to, or a repeal of, a section or other 
provision, the reference is to a provision of the Internal Revenue 
Code of 1954. ; 

(c) Effective date—Subsection (c) of this section provides that the 
amendments made by the bill, except as otherwise provided, shall 
apply only to taxable years beginning after December 31, 1960. 


SECTION 2. FOREIGN BUSINESS CORPORATIONS 


(a) Taz on foreign business corporations.—Subsection (a) of section 
2 of the bill adds a new subpart F to part III of subchapter N of 
chapter 1 of the Internal Revenue Code of 1954. The new subpart 
consists of seven sections (secs. 951-957) which are explained below. 


SECTION 951. DEFINITION OF FOREIGN BUSINESS CORPORATION 


(a) Foreign business corporation defined.—Subsection (a) defines 
“foreign business corporation” to mean a domestic corporation which 
has elected the treatment provided for by the new subpart and which 
for the taxable year satisfies all of the requirements of paragraphs (1) 
through (5), of which paragraphs (1) through (3) relate to gross 
income. The paragraph (1) requirement is that the corporation must 
derive at least 90 percent of its gross income from sources without the 
United States, determined under the existing source rules without 
regard to the new subpart F. 

[he paragraph (2) requirement is that it must derive at least 90 
percent of its gross income from: 

(A) The active conduct of a trade or business; 

(B) Dividends from a ‘‘qualified payor corporation” (defined in 
section 951(c)) out of earnings and profits of taxable years for which 
the corporation was a qualified payor corporation (or would have been 
but for the 10 percent ownership requirement for qualification as a 
qualified payor corporation); 

(C) Income (other than dividends) from a qualified payor corpora- 
tion; and 

(D) Income (other than from the active conduct of a trade or 
business or from a qualified payor corporation) consisting of compensa- 
tlon— 

(i) For the rendition, without the United States, of technical, 
managerial, engineering, construction, scientific, or like services; 
and 


69011°—60 H. Rept., 86-2, vol. 1——37 








18 TAX DEFERRAL FOR FOREIGN BUSINESS CORPORATIONS 


(ii) For the use without the United States of patents, copy- 
rights, secret processes and formulas, goodwill, trademarks, trade 
brands, and franchises. 

Clause (ii) of paragraph (2)(D) will apply only to that portion of 
the compensation described in such clause which does not exceed 
25 percent of the corporation’s gross income. 

Under paragraph (3), in order to qualify as a foreign business cor- 
poration a corporation must not derive more than 10 percent of its 
gross income from the sale of articles which are sold by it for ultimate 
use, consumption, or disposition in the United States. 

Paragraph (4) of subsection (a) requires that, in order to qualify 
as a foreign business corporation, the corporation must not be an 
ineligible corporation as defined under section 951(d). 

Under paragraph (5) the corporation is required to furnish for each 
taxable year for which an election is in effect, and for prior taxable 
years affecting (or affected by) an election, such information with 
respect to the corporation as the Secretary of the Treasury or his 
delegate prescribes by forms or regulations as necessary to carry out 
the income tax laws. Under section 956(d), no information with 
respect to any corporation may be required under this paragraph for 
any of its taxable years beginning after December 31, 1960, unless 
the information is of a character which was required to be furnished 
under the forms or regulations in effect on the first day of such taxable 


ear. 

(6) Election.—Subsection (b) provides that an election under the 
new subpart F may be made during the first month of any taxable 
yore (or the month preceding such first month) beginning after 

ecember 31, 1960, for which the corporation, having made the 
election, is a foreign business corporation. The election must be 
made in such manner as the Secretary or his delegate prescribes by 
regulations, and once in effect shall continue in effect for all subsequent 
taxable years up to and including the taxable year for which the 
election is revoked or terminated. It is revoked for a taxable year 
by filing for such year a notice of revocation in such manner and 
before such time as the Secretary or his delegate prescribes by regu- 
lations. The election is terminated for a taxable year if the corpora- 
tion was not a foreign business corporation for both such taxable 

ear and the preceding taxable year or if the taxable year was the 
ast taxable year of the corporation. 

(c) Qualified payor corporation defined.—Subsection (c) defines the 
term “qualified payor corporation.’”’ The requirements of this provi- 
sion are used to determine whether income qualifies under paragraph 
(2) (B) and (C) of subsection (a) as income from a qualified payor 
corporation. A qualified payor corporation may be either domestic 
or foreign. 

Income satisfies the requirements of paragraph (2) (B) and (C) 
only if it is received from a qualified payor corporation, that is, a 
corporation in which the recipient has at least a 10-percent voting 
stock interest and which satisfies the qualifications of paragraphs (1) 
through (4) of subsection (a). In addition, the qualified payor 
corporation itself must derive at least 50 percent of its gross income 
from sources outside the United States from the active conduct of a 
trade or business. 

A corporation cannot qualify as a qualified payor corporation, how- 
ever, if, treating the corporation as engaged in one trade or business, 
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the percentage determined under section 954(b) (relating to distribu- 
tion by reason of U.S. investment and payroll) exceeds 20 percent. 
For this purpose, the percentage determined under section 954(b) with 
respect to any corporation is the percentage determined (under regu- 
lations prescribed by the Secretary of the Treasury or his delegate) by 
dividing— 

(1) the sum of— 

(A) the adjusted basis of the corporation’s property 
within the United States, and 

(B) an amount equal to two times the amount paid or 
accrued during the taxable year for labor and personal serv- 
ices performed within the United States, by 

(2) the sum of— 

(A) the adjusted basis of the taxpayer’s property where- 
ever located, and 
(B) an amount equal to two times the amount paid or 
accrued during the taxable year for all labor and personal 
services. 
For the property and personal services taken into account for pur- 
poses of the preceding sentence, see the explanation of section 954(b). 

A corporation cannot qualify as a qualified payor corporation if it is 
a foreign personal holding company, or if the taxpayer fails to furnish 
such information with respect to the corporation as the Secretary or his 
delegate has prescribed by forms and regulations as necessary to carry 
out the new subpart F. (For limitation on information required to be 
furnished see sec. 956(d).) 

Similar rules are applied where there is a chain of corporations. 
However, for purposes of determining whether the corporation in the 
second tier below the foreign business corporation is a qualified payor 
corporation with respect to the corporation in the first tier below the 
foreign business corporation, the 50-percent test is not applied. That 
is, the second tier corporation (or one in a still lower tier) must meet all 
the qualifications of a qualified payor corporation, except that it need 
not derive 50 percent or more of its gross income from foreign sources 
from the active conduct of a trade or business. 

Ezample.—The application of section 951(c) may be illustrated in 
the case of domestic corporation D, domestic corporation S, and 
foreign corporation FS. For purposes of this example, it is assumed 
that all requirements as to furnishing information are met, that none 
of the corporations is an ineligible corporation, that neither S nor FS 
is disqualified by reason of insufficient foreign investment and payroll, 
and that FS is not disqualified by reason of being a foreign personal 
holding company. 

Assume that for taxable year 1962 D derives— 

(1) 90 percent or more of its gross income from sources without 
the United States; 

(2) 40 percent of its gross income from the active conduct of & 
trade or business; 

(3) 55 percent of its gross income from dividends from S which 
are out of S’s current earnings and profits for its taxable year 
beginning July 1, 1961; and 

(4) no part of its gross income from the sale of articles which 
are sold by D for ultimate use, consumption, or disposition in the 
United States. 
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Assume further that D owns all the stock of S and that for the taxable 
year beginning July 1, 1961 (the year during which the dividends were 
paid to D out of S’s current earnings and profits), S derives— 

(1) 90 percent or more of its gross income from sources without 
the United States; 

(2) 60 percent of its gross income from the active conduct of a 
trade or business; 

(3) 35 percent of its gross income from dividends from foreign 
corporation FS which are out of its earnings and profits of the 
calendar year 1958, and 

(4) no part of its gross income from the sale of articles which 
are sold by S for ultimate use, consumption, or disposition in the 
United States. 

Under these facts corporation D may become a foreign business 
corporation for 1962 only if the dividends from corporation S are from 
a qualified payor corporation. In order to determine whether S is a 
qualified payor corporation with respect to D it is necessary to deter- 
mine whether corporation FS is a qualified payor corporation with 
respect to S. It is assumed that corporation S owns more than 10 
percent of FS’s voting stock. Corporation FS satisfies the require- 
ments of section 951(c) with respect to corporation S if, for both 1958 
and 1962 (the year during which dividends were paid to S), FS satisfies 
the requirements sevetien’ in paragraphs (1), (2), (3), and (4) of 
section 951(a). If FS is a qualified payor corporation with respect to 
S, then S is a qualified payor corporation with respect to D. 

Since S is a domestic corporation, it also may wish to elect to be a 
foreign business corporation. However, in determining whether FS 
is a qualified payor corporation with respect to S for determining 
whether S qualifies as a foreign business corporation, FS must, in 
addition to satisfying the requirements outlined above, derive 50 
— or more of its gross income from sources without the United 

tates from the active conduct of a trade or business. Thus, if FS 
derives only 40 percent of its gross income from sources without the 
United States from the active conduct of a trade or business, S cannot 

ualify as a foreign business corporation itself, although both S and 

S are qualified payor corporations for purposes of qualifying D as a 
foreign business corporation. 

(d) Ineligible corporation.—Subsection (d) classifies as an ineligible 
corporation a corporation exempt under subchapter F (relating to or- 
ganizations exempt from income tax), a China Trade Act corporation, 
a regulated investment company, a personal holding company, a life 
insurance company, an unincorporated business enterprise subject to 
tax as a corporation, and an electing small-business corporation (as 
defined in sec. 1371(b)). 


SECTION 952. GROSS, TAXABLE, AND REINVESTED FOREIGN 
INCOME OF FOREIGN BUSINESS CORPORATIONS 

















































(a) Gross income and taxable income of foreign business corporation.— 
Subsection (a) defines “gross income’”’ of a foreign business corporation 
as the gross income from sources within the United States plus any 
“subtraction” from the reinvested foreign income account resulting 
from a distribution. Subtractions from this account are dealt with 
under section 952(c) and are discussed in greater detail below. 
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“Taxable income”’ of a foreign business corporation means “gross 
income,”’ as defined above, minus the deductions allowed under part I 
of subchapter N in determining taxable income from sources within 
the United States. Thus, deductions attributable to U.S. sources may 
be taken against the amount consisting of the sum of gross income 
from within the United States and the subtraction item of gross 
income treated as from without the United States. 

The meaning of gross and taxable income under existing law will 
continue for purposes of determining the charitable contributions 
deduction under section 170, the Western Hemisphere trade corpora- 
tion deduction under sections 921 and 922, and the accumulated 
earnings tax and personal holding company tax under subchapter G. 
Also the meaning of gross income under existing law will continue for 

urposes of determining the qualifications of a corporation as a foreign 
business corporation under new section 951. 

(b) Reinvested foreign income defined.—Subsection (b) defines 
“reinvested foreign income” which, in general, is the amount added 
each taxable year to the deferral account called the “reinvested foreign 
income account.” Specifically, “reinvested foreign income” for a 
taxable year means taxable income from sources without the United 
States, as determined under the existing source rules without regard 
to section 952(a) but with the application of three special rules set 
forth in paragraph (2) of subsection (b). The first special rule is that 
no deduction is allowed for any income, war profits, or excess profits 
taxes of a foreign country or U.S. possession. The second special 
rule is that there shall be included as an item of income from forei 
sources an amount equal to the taxes which on applying section 955(c) 
are deemed paid under section 902. The third special rule, approx- 
imating the effect of the alternative capital gains tax under section 
1201, applies if the net long-term capital gain from sources without 
the United States exceeds the net short-term capital losses from such 
sources. In such case the “reinvested foreign income” which would 
include such excess long-term gain is first reduced (but not below zero) 
by such excess, then is increased by a percentage of such excess. The 
percentage is 100 percent minus the sum of the normal and surtax 
rates applicable to the taxable year. The rule applies, however, only 
if the amount of reinvested foreign income with the application of 
the rule is less than that determined without the rule. Thus, if deduc- 
tions are sufficient to absorb not only ordinary income but also a 
greater portion of capital gains from such sources than the rule would 
eliminate, then such rule would not apply. 


SECTION 953. REINVESTED FOREIGN INCOME ACCOUNT 


(a) In general.—A corporation which has made an election under 
section 951 is required by subsection (a) to maintain a “reinvested 
foreign income account” for the period of all taxable years to which 
the election applies. The amount in such account shall be zero on the 
first day of a period. 

(b) Additions to accouwnt.—Subsection (b) provides that to such 
account shall be added, for each taxable year, the reinvested foreign 
income (as defined by sec. 952(b)) for such taxable year. That step, 
referred to in other provisions as an “addition,” is made only for a 
taxable year for which an election is outstanding and the corporation 
qualifies as a foreign business corporation. 
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(c) Subtractions from account.—Subsection (c) prescribes the order, 
time, and amount of the subtraction referred to in connection with 
inclusion of the subtraction item in gross income under sections 
952(a)(1)(B) and 956(b). Except as provided in paragraph (3) of 
subsection (c), a subtraction for a taxable year is the amount taken 
from the reinvested foreign income account on account of an event 
treated as a distribution under section 954. Under paragraph (1) of 
section 953(c), a subtraction is treated as being first out of the “‘addi- 
tion” for such taxable year, to the extent thereof, and thereafter out 
of the most recent addition not previously subtracted. 

Paragraph (2) of section 953(c) prescribes the amount of the 
“subtraction’”’ on account of an event treated as a distribution under 
section 954. The amount of the subtraction will exceed the “dis- 
tribution” by the larger of (1) the U.S. corporate tax that the dis- 
tribution will entail, or (2) the ratable portion of the income, war 
preete. and excess profits taxes paid or accrued to foreign countries or 

S. possessions (hereinafter referred to as “foreign taxes’’) during the 
taxable year of the “‘addition’”’ out of which the subtraction is made. 
If the U.S. corporate rate is higher (as determined under sec. 956(a) 
without a surtax exemption), the amount of the subtraction may be 
determined by multiplying the amount treated as distributed out of 
the reinvested foreign income account by a ratio, the numerator of 
which is 100 percent and the denominator of which is 100 percent 
minus the sum of the normal tax rate and surtax rate (presently 100 
percent minus 52 percent). If the effective rate of foreign taxes is 
higher than the U.S. corporate rate, the amount of the subtraction may 
be determined by multiplying the amount treated as a distribution 
by a ratio, the numerator of which is 100 percent and the denominator 
of which is 100 percent minus the effective rate of foreign taxes. (The 
effective rate of foreign taxes may be determined by dividing (1) the 
aggregate of the foreign taxes paid or accrued during the taxable year 
of the addition, by (2) the addition for such taxable year.) 

If a subtraction for a taxable year is out of more than one addition 
to the reinvested foreign income account, separate computations are 
to be made with respect to each addition. 

Paragraphs (1) and (2) of section 953(c) may be illustrated by the 
following example covering 2 years of a foreign business corporation: 


Foreign taxes Additions | Foreign taxes 
Taxable year Additions to paid or Distribu- remaining remaining 
accrued tions after 1962 after 1962 
distribution 


The distribution of $70 for 1962 is applied first to the addition of 
reinvested foreign income for 1962 and next to the addition for 1961. 


Since for 1962 the effective rate of foreign taxes, i.e., “i or 40 percent, 


is less than the U.S. corporate rate (assuming a 52-percent rate), the 
distribution from the 1962 addition will be increased by the U.S. 
corporate tax that the distribution will entail. Of the $70 distribu- 
tion, $48 is taken into account with respect to 1962 ($48+$52 tax= 
$100, the addition for 1962) and the remaining $22 is taken into 
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account with respect to 1961. Since for 1961 the effective rate of 
foreign taxes, a or 60 percent, exceeds the U.S, corporate rate, 
section 953(c)(2)(B)(ii) applies. Thus the amount of the subtraction 


; err 7 100 
treated as being from the 1961 addition is $22 times 700-60" °F $55. 


The total subtraction ($155) included in gross income for 1962 on 
account of the $70 distribution is $100 (subtracted from the 1962 
addition) plus $55 (subtracted from the 1961 addition). Even though, 
by reason of domestic source deductions, the taxable income is only 
$90, the subtraction would still be $155. For treatment of foreign 
taxes, see discussion of section 955. 

Paragraph (3) of section 953(c) provides that, if the election is 
revoked or terminated, the entire amount in the reinvested forei 
income account is subtracted for the last taxable year for which the 
election is in effect unless the reinvested foreign income account is 
carried over to @ successor corporation under new section 381 (c)(23) 
{added by sec. 2(c) of the bill). 

Paragraph (4) of section 953(c) provides that the reinvested foreign 
income account is in no case reduced below zero. 





SECTION 954. DISTRIBUTIONS, ETC., FROM REINVESTED FOREIGN 
INCOME ACCOUNT 


Section 954 in general provides rules describing the events treated 
as distributions which, as increased by section 953(c)(2), result in 
subtractions from reinvested foreign income account for inclusion in 
gross income under section 952(a). The rules under section 954 apply 
to the taxability of the foreign business corporation which is treated 
as having made a distribution, and they do not affect the taxation of 
the shareholder under subchapter C of chapter 1. 

(a) General rule.—The term “distribution,” as defined by subsec- 
tion (a)(1), means any distribution to any or all of a corporation’s 
shareholders with respect to its stock, including a cash dividend or 
any distribution in redemption of the corporation’s stock, whether or 
not in partial or complete liquidation of the corporation. For ex- 
ample, there is a distribution within the meaning of section 954(a)(1) 
in any case in which a corporation acquires the stock of a shareholder, 
in exchange for property, in a redemption treated as a distribution in 
exchange for stock under section 302(a) or treated as a distribution of 
property under section 302(d). The term “distribution” does not in- 
Sede any distribution made by a corporation of the distributing cor- 
poration’s stock, or of rights to acquire its stock, whether or not such 
distribution would be treated as a distribution of property under sec- 
tion 305(b). The amount of a distribution is the fair market value 
of property distributed. For a discussion of the relationship of the 
bill to the provisions of subchapter C of chapter 1 of the 1954 Code, 
see the explanation of section 2(c) of the bill (which adds a new 
paragraph (23) to section 381(c)). 

(b) Distribution by reason of U.S. investment and payroll.—Section 
954(b)(1) applies a percentage to the reinvested foreign income from 
the active conduct of a trade or business for the taxable year to 
determine whether there is a deemed distribution. Such percentage 
is obtained by taking first the sum of the adjusted basis of the tax- 
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payer’s property within the United States and twice the compensation 
paid or accrued for labor and personal services in the United States; 
that sum is then divided by the sum of the adjusted basis of the tax- 
payer’s property wherever located and twice the compensation paid 
or accrued for labor and personal services wherever performed. Taken 
into account in the formula, however, are only the labor and personal 
services, and the real and tangible personal property, ordinary and 
necessary for carrying on the trade or business. Inventory (whether 
real or personal property) is not taken in account in any case. Where 
a taxpayer engages in two or more separate and distinct trades or 
businesses, a separate computation is made for each such trade or 
business. In each case, one-half the amount determined by the 
application to the reinvested foreign income of the percentage com- 
puted in accordance with the above rules is treated as a distribution. 
Section 954(b)(2) provides that section 954(b)(1) shall not apply 
with respect to any trade or business if the percentage determined 
with respect to on trade or business is less than 10 percent. 
Subsection (b) may be illustrated as follows: Assume a foreign 
business corporation which is engaged in a business abroad not con- 
sisting of two or more separate and distinct trades or businesses and 
which has for the taxable year the following reinvested foreign income, 
property, and compensation for labor and personal services: 


Reemnvented fordien Inenmne...b ie dolvsiiceewecddétnc ccnccccescccucen $50, 000 
Less dividend income from a qualified payor corporation 


Reinvested foreign income from the active conduct of a trade or 
IRIN, once in tether steinath nc oteaitaia ta bidid aU delbitln bbs wibid oe’: 45, 000 






In United 
States 


Without 
United States: 


Adjusted basis of property other than inventory property... , | » 
Compensation for labor and personal services performed _..... , . 5 



















The amount treated as a distribution under subsection (b) in such 
case is $2,700 computed in the following steps: 


(1)  _50,000+( 20,0002) 
550,000 + (100,000 <2) 


(2) 12 percent<45,000=5,400. 


==12 percent. 


(3)  5,400+-2=2,700. 


If the percentage obtained in step (1) were 8 percent instead of 
12 percent, no amount would be treated as a distribution under 
section 954(b). 

(c) Holding of prohibited property treated as a distribution.—Section 
954(c) deals with the holding of certain types of property. Such 
property, called “prohibited property’, if held by the taxpayer at 
any time during the taxable year, causes a deemed distribution out 
of the reinvested foreign income account. For this purpose the tax- 
payer is treated as holding not only the prohibited property which 
it owns but also (where it owns 10 percent or more of the voting 
stock in another corporation) a corresponding percentage of such other 
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corporation’s property which would be prohibited property if such 
other corporation were a foreign business corporation. The taxpayer 
is treated as holding prohibited property held by another corporation 
in which it owns stock either directly or indirectly through a chain 
of corporations. Thus, for example, if X, a taxpayer, owns 50 percent 
of the voting stock of Y which in turn owns 20 percent of the vot- 
ing stock in Z, then X is treated as holding 50 percent of the pro- 
a es property held by Y and 10 percent of the prohibited property 
y Z. 
The prohibited properss taken into account is that held, directly 
or indirectly, by the taxpayer at the time in the taxpayer’s taxable 

ear which results in the greatest amount of prohibited property. 

he amount taken into account for distribution 1s the adjusted basis 
of such property reduced by the sum of any liability to which such 
property is subject and of the aggregate of distributions for prior 
taxable years by reason of holding such property (treating such dis- 
tributions for any prior taxable year as attributable first to property 
held at the close of such year). Thus, for example, assume that a 
foreign business corporation in the taxable year 1962 acquires pro- 
hibited property which has at all pertinent times an adjusted basis 
of $200 and which is subject to a liability of $100 to be retired by an 
installment of $20 each year beginning with 1963. The distribution 
in the taxable year 1962 is $100; in 1963, $20; in 1964, $20; etc., until 
in 1968 the aggregate distributions for prior taxable years on account 
of such property equals $200. No distributions occur in 1968 or later 
taxable years by reason of the holding of such property. 

Prohibited property is taken into account item by item. Thus 
if in the above example the foreign business corporation disposed 
of the item of prohibited property in 1969 and at the same time ac- 
quired another item of prohibited property with an adjusted basis 
of $200, there would occur a distribution of $200 in 1969 with respect 
to the new item. 

Property, not prohibited property when acquired, nevertheless 
results in a distribution if it becomes prohibited property at any time 
while it is held by the taxpayer. 

Paragraph (4) of section 954(c) defines “prohibited property” as 
any property other than the following five classes: 

(i) Tangible or intangible property which is ordinary and necessary 
for carrying on a trade or business of the taxpayer, but only if for 
the current or preceding taxable year at least 90 percent of the gross 
income of such trade or business is derived from sources without the 
United States. 

(ii) Securities of another corporation which, for its taxable year 
ending with or within the taxpayer’s taxable year (or for its immedi- 
ately preceding taxable year) is a qualified payor corporation, or a 
corporation with respect to which an election to be taxed as a foreign 
business corporation is in effect and at least 10 percent of the voting 
stock of which is owned by the taxpayer. 

(iii) Obligations of a foreign government to the extent that the 
aggregate adjusted basis of such obligations does not exceed 15 
percent of the taxpayer’s earnings and profits accumulated after 1960 
(determined as of the beginning of the taxable year). 

(iv) Obligations of the United States, money, and deposits with 
persons carrying on the banking business. 
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(v) Loans to which section 954(d) applies. 
Tt is to be noted that loans to which section 954(d) does not apply will 
be treated as property for purposes of applying section 954(c). 

Section 954(c)(5)(A) provides that the attribution rules under 
section 954(c)(2) (by which a corporation is treated as holding pro- 
hibited property held by another corporation of which it has at least 
a 10-percent ownership) do not apply to stock in another corporation 
with respect to which an election under the new subpart F is in effect, 
nor to property which it would otherwise be treated as holding by 
reason of ownership of such stock. Thus if A, a foreign business 
corporation, wholly owns B, a corporation with respect to which an 
election is in effect, and if B wholly owns C, a foreign corporation 
which is not a qualified payor corporation, then A will not be treated 
as holding as prohibited property the stock of C held by B nor any 
property actually held by C. If A’s interest in B is reduced to 9 
percent of the total voting stock in B, then the B stock held by A is 
prohibited property. 

Under section 954(c)(5)(B), where a corporation would be treated 
under section 954(c)(2) as holding as prohibited property both the 
stock in another corporation, and prohibited property held by such 
other corporation, it will be treated as holding the larger amount of 
either the property or the stock. For example, assume that A, a 
foreign business corporation, owns all the stock in B, not a qualified 
payor corporation, and that B owns a building not ordinary and neces- 
sary for carrying on its trade or business. Assume also that the 
adjusted basis of the stock is $100,000 and, of the building, $50,000. 

ile in such case both the stock and the building are prohibited 
property, A is treated as holding the stock but not the building as 
prohibited property. If the adjusted basis of the building were 
$150,000, then A would be treated as holding the building (but not the 
stock) as prohibited property. 

Under section 954(c)(5)(C), where the taxpayer directly or in- 
directly owns 10 percent of the voting stock of another corporation, 
the taxpayer is treated as holding as prohibited property the fair 
market value of such direct or indirect stockholdings unless the tax- 
payer furnishes such information with respect to the corporation as 
the Secretary or his delegate prescribes by forms and regulations as 
necessary to carry out the provision of the new subpart F. Hence, if, 
in the example in the preceding paragraph, the value of A’s stock hold- 
ings in B were $200,000, and if A refused to furnish such information 
as the Secretary prescribed by forms and regulations as necessary to 
determine whether B held prohibited property, then A would be 
treated as holding prohibited property and as making a distribution 
in the amount of $200,000. (For limitation on information required 
to be furnished, see sec. 956(d).) 

(d) Treatment of certain loans.—Section 954(d)(1) deals with certain 
“upstream’”’ loans (such as from a subsidiary to its parent). It applies 
where a corporation makes a loan to another corporation which owns 
(directly or through one or more other corporations) 10 percent or 
more of the voting stock of the lender. If the lender is a corporation 
with respect to which an election under the new subpart F is in effect, it 
is treated as having distributed to its shareholders the amount of the 
loan out of its reinvested foreign income account. If the borrowing 
corporation is a foreign business corporation, the amount of the loan 
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is treated, for the purpose of determining reinvested foreign income, 
as an item of gross income received by the borrowing corporation at 
the time the loan was received. Moreover, successive distributions 
occur even though, in the case ofa chain of corporations, the loan 
bypasses one or more corporations in the chain. Paragraph (1) 
applies to loans made in a taxable year without regard to whether or 
not part or all of such loans is repaid before the close of such taxable 
ear. 

Paragraph (1) of subsection (d) may be illustrated by the following 
examples: 

Example (1).—A, a domestic corporation, owns all the stock in B, 
a foreign business corporation, which in turn owns all the stock in C, 
a foreign corporation, which is a qualified payor corporation. B lends 
$1,000 to A. Bis treated as having made a distribution of $1,000 to A 
for B’s taxable year during which it makes the loan. 

Example (2).—Assume the same facts as in example (1) except that 
C lends $1,000 to B. B is treated, for the purpose of determining 
reinvested foreign income, as having received $1,000 in gross income 
at the time the loan is received. 

Example (3).—Assume the same facts as in example (1) except 
that C lends $1,000 to A. In such case, for the purpose of deter- 
mining B’s reinvested foreign income, B is treated as receiving $1,000 
in gross income. For purposes of determining the subtraction from 
B’s reinvested foreign income account for the year, B is treated as 
having distributed $1,000 by reason of this loan. 

Paragraph (2) of section 954(d) provides that if any loan described 
in paragraph (1) of that section remains outstanding in any taxable 
year of the lending corporation after the taxable year in which made, 
such loan shall be treated (for purposes of such paragraph (1)) as 
made in such succeeding taxable year in an amount equal to the 
amount so outstanding. However, the amount taken into account 
with respect to any corporation is to be reduced by the amount 
treated as distributions by such corporation for prior taxable years 
by reason of such loan. 

Paragraph (3) of section 954(d) provides that a distribution will not 
occur under subsection (d) by reason of a loan if it arises in connection 
with the sale of property and if the amount outstanding at any time 
during the taxable year does not exceed that which would be ordinary 
and necessary to carry on the trade or business of both the borrower 
and the lender had they been unrelated corporations. For example 
assume that A, a foreign business corporation, wholly owns B, a 

ualified payor corporation. A, a manufacturer, sells to B, a retailer. 

here is outstanding during 1 month of the taxable year an open ac- 
count showing that B has made a prepayment to A, thereby creating 
an open account under which A owes B $10,000. If the amount of 
such prepayment is found to be ordinary and necessary in the business 
of both A and B were they unrelated, then no amount is treated as a 
distribution by reason of the loan. If, however, only $5,000 is found 
to be ordinary and necessary in the business of A and B were they 
unrelated, then the full $10,000 will be treated as a distribution. 
Similarly, assume the same facts except that A purchased materials 
from B and that the open account showed that A has delayed pay- 
ment to B of the purchase price of $10,000. If the creation, amount, 
and duration of such open account would be ordinary and necessary 
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in the business of both A and B were they unrelated, then no amount 
is treated as a distribution by reason of the loan. If the requirements 
set forth in the preceding sentence are not met, then the full $10,000 
would be cmenbed. as a distribution. 

(e) Limitation on amount treated as distributed by reason of pro- 
hibited property and loans.—Subsection (e) prevents the avoidance of 
distributions under subsections (c) and (d) at a time when no rein- 
vested foreign income exists. It provides that the amount treated as 
a distribution during a taxable year under subsection (c) (relating to 
prohibited property) and (d) (relating to loans) cannot exceed the 
amount which, after taking into account the distributions under 
subsections (a) (relating to ordinary distributions) and (b) (relatin 
to distributions by reason of U.S. investment and payroll), woul 
reduce the reinvested foreign income account to zero. Thus, if a 
foreign business corporation acquired prohibited property having at 
all pertinent times an adjusted basis of $1,000, if the reinvested 
foreign income account at the end of the taxable year was $1,200, 
and if distributions under subsections (a) and (b) during the taxable 
year totaled $480, then (assuming a 52 percent tax rate) a subtraction 
of $1,000 would result from subsection (a) and (b) distributions, and 
only $96 would be treated as a distribution in the taxable year on 
account of such prohibited property which would result in a subtrac- 
tion of the $200 remaining in the reinvested foreign income account. 
If, however, such corporation continues to hold such property into 
the following taxable year when the reinvested foreign income account 
at the end of such following taxable year exceeds the subtractions on 
account of subsections (a) and (b) distributions by $2,000, then 
another distribution of $904 occurs in such taxable year resulting in a 
subtraction of $1,883.33. 


SECTION 955. FOREIGN TAXES 


Section 955 provides rules relating to the deduction or credit by a 
foreign business corporation of income, war profits, and excess profits 
taxes “paid or accrued” (including within such terms, deemed paid 
or accrued) to a foreign country or U.S. possession (hereinafter re- 
ferred to as “foreign taxes’). As pointed out in connection with the 
explanation of section 952(b), no deduction is allowed in any case 
for any foreign taxes in determining the reinvested foreign income 
which is an addition for any taxable year to the reinvested foreign 
income account. 

(a) Year foreign taxes taken into account.—Section 955(a)(1) pro- 
vides that foreign taxes are to be taken into account not for the 
taxable year in which (under existing law) the taxes are paid or 
accrued, but for the taxable year for which an amount is subtracted 
from the reinvested foreign income account. Treated as paid or 
accrued in the taxable year of subtraction is a ratable portion of the 
foreign taxes which were paid or accrued during the taxable year of 
the addition out of which the subtraction is made. Sections 901 
through 905 operate then to allow a credit for such taxes against Fed- 
eral income taxes, or, if the credit is not elected for the year of sub- 
traction, section 164 operates to allow a deduction for such taxes 
(including those deemed paid under sec. 902). 
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Section 955(a)(2) provides, however, that the special rule under 
section 955(a)(1)(A) shall not apply to a foreign business corporation 
for any taxable year for which no amount is added to the reinvested 
foreign income account. Accordingly, if the reinvested foreign 
income for a taxable year is zero, there is no addition to the account, 
and existing law (without regard to the new subpart F) determines the 
treatment of foreign taxes paid or accrued (or deemed paid or accrued) 
during such taxable year. In addition, if there is a subtraction for 
such taxable year from the reinvested foreign income account, the 
ratable portion of the foreign taxes for the taxable year (or years) 
from which the subtraction is made would be taken into account under 
the special rules of section 955(a)(1)(B). Similar rules apply for any 
taxable year for which an election under the new subpart F is in effect 
but for which the corporation is not a foreign business corporation. 

Example (1).—Assume the following facts and results with respect 
to a foreign business corporation (the same facts as were assumed in 
the example illustrating the application of sec. 953(c) (1) and (2)). 


Reinvested foreign income account Foreign taxes 





Taxable year Subtrac- Balance Portion 
Additions | tions for | remaining Paid or | taken into | remaining 
to account | 1962 dis- after 1962 accrued account 


tribution |distribution for 1962 distribution 
of $70 
BIR icecccnchodhadasséenerpene $100 $55 $45 $60 $33 
PliGginccancadésagidncscnasnng 100 100 0 40 40 





Since the entire addition to the reinvested foreign income account 
for 1962 is subtracted, the entire amount of the foreign taxes for such 
year are taken into account under section 955(a)(1)(B) as paid or 
accrued during 1962. In addition, a ratable portion of the amount 
($60) paid or accrued during 1961 is also to be taken into account as 
paid or accrued during 1962 (the year of the distribution). Such 
portion is that portion of the foreign taxes paid or accrued during 
1961 that the subtraction out of the 1961 addition is of the 1961 


addition: 57>, X860=833. Thus, assuming no income or deductions 


attributable to sources within the United States, assuming a 52 
ercent corporate tax rate, and assuming that the taxpayer elects the 
oreign tax credit, the income tax return for 1962 would show the 
following: 


Gross income (the total amount subtracted)_....................._- $155. 00 
POR iad dikinciicvn me deen dawckbnabienadatbatsie cade Ae 0 


BE IARI D atone waco ep cn otenatneniiteiieamiiiisiiae 155. 00 
iy Wl én cgmpandesccceevéancdwauvubenseauunembaemseaee 80. 60 
POCU TE COTA. cca censstccdubidtdiactcdddbbuddebesuatiatadadde 73. 00 
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Example (2).—Assume the following facts for M, a foreign business 
corporation: 




































Income | Balance in 
taxes paid | reinvested 
Taxable year Addition | or accrued foreign Distribu- | Subtraction 
to countries} income tion 


X and Y account 





Oo eee eee eee neem ewes eee eceeeeeeees 
ee ewe ewe w wenn wees ee eeenenaseneseene 





A net operating loss from operations in countries X and Y in 1965 
and the resulting carrybacks and carryovers wipe out reinvested 
foreign income for taxable years 1962 through 1966, and there is no 
addition for any such year to the reinvested foreign income account. 
Also, by reason of such loss, no tax is imposed by foreign law during 
such period, except that the law of country Y is such that losses from | 
operations in country X do not eliminate taxable profits from within | 
country Y for 1966 and an income tax of $40 is paid or accrued to | 
country Y in 1966. M has gross income from sources within the 
United States only for 1966, in the amount of $20, and has no deduc- 
tions for 1966 allocable to United States source income. The foreign 

taxes taken into account for 1966 total $88. This includes $40 paid 

or accrued during 1966 and the $48 which is the ratable portion 
attributable to the addition in 1961 from which the $32 distribution in 

1966 was made. Such taxes may be taken into account for purposes 

of the foreign tax credit for 1966. If the foreign tax credit is elected, 
the income tax return for 1966 (assuming a 52 percent tax rate) would 
show the following: 


Gross income: 


Bourees within’ Uaited Bintie Ui. ous able chil elu.e $20. 00 
Sources without United States (the subtraction)................-- 80. 00 
a ae 100. 00 
ite ic eridens deck chee Hbbes det bondeh tend bea ab ennn awe 0 
Sa I a 100. 00 
(sta a aha itt pe ang AC teria Pai sapheERCANh hat 52. 00 
Allowable foreign tax credit (®%o9X 52)_..........-.-.-----.--------- 41. 60 
ee sectin ee ey i  cteedeadcowbauaowtau 10. 40 
Foreign tax carryback and carryover from 1966 ($88—$41.60)_....._--- 46. 40 


If M chooses for 1966 to take a deduction instead of a credit, the 
$88 of foreign taxes may be taken as a deduction against the gross 
income of $100. The result would be the same even though the 
foreign taxes paid or accrued in 1961 consisted in part of taxes which 
are deemed paid under section 902 by M. If, however, the $40 in 
foreign taxes paid or accrued in 1966 to country Y included $10 in 
taxes deemed paid under section 902 then no deduction would be 
allowed for such $10. 

(b) Foreign tax credit—overall limit to apply.—Subsection (b) provides 
that the per-country limitation on the foreign tax credit under section 







se 
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904(a) does not apply to a corporation with respect to which an 
election under the new subpart F is in effect, but. an overall limit does 
apply. Under the overall limit the total amount of the credit with 
respect to taxes paid or accrued to all foreign countries and U.S. posses- 
sions shall not exceed the same proportion of the tax against which such 
credit is taken as the taxpayer’s taxable income from without the 
United States (but not to exceed total taxable income) bears to its 
entire taxable income. Section 904(c) (relating to earryback and 
carryover of foreign taxes) will be applied to such a taxpayer with 
respect to the aggregate foreign taxes in excess of the overall limitation, 
but such excess may not be carried to a taxable year for which no 
election is in effect. Such a taxable year is taken into account only 
for determining the number of taxable years that have elapsed. An 
excess of tax paid or accrued over the per-country limitation to a 
foreign country or U.S. possession during a taxable year for which no 
election is in effect, however, may be carried subject to section 904(c) 
to a taxable year to which an election is in effect and may be taken 
into account for purposes of the foreign tax credit for such year. 
In such a case, the overall limitation (and not the per-country limita- 
tion) will apply. 

(c) Treatment of deemed taxes.—Section 955(c)(1) provides that, 
for purposes of the new subpart F, if an amount is added to the rein- 
vested foreign income account of a foreign business corporation for 
any taxable year, then the amount of foreign taxes deemed paid by 
the foreign business corporation for such taxable year under section 
902 by reason of foreign taxes paid (or deemed paid) by a foreign cor- 
poration is to be determined without reduction by reason of the ratio 
which the accumulated profits of the payor foreign corporation bears 
to its total profits. (This reduction is required under existing law 
pursuant to the decision of the Supreme Court in American Chicle Co. 
v. U.S., 316 U.S. 450 (1942).) 

Thus if A, a foreign business corporation, wholly owns B, a foreign 
corporation which distributes its entire earnings and profits for a 
year, A will be deemed to have paid the entire amount of foreign 
taxes actually paid by B for the year in which such earnings and profits 
were derived. 

Since subsection (c)(1) applies only when there is an addition to 
the reinvested foreign income account, it does not apply to a taxable 
year for which the taxpayer is not a foreign business corporation 
(although an election under the new subpart F may be in effect) or 
when the corporation is a foreign business corporation but does not 
have any reinvested foreign income for such taxable year (and there- 
fore has no addition for the taxable year). In such cases there is no 
addition and section 902 of existing law applies without regard to 
section 955(c)(1). 

Under section 955(c)(2), references to foreign taxes in the new sub- 
part F are to be treated as including foreign taxes deemed paid under 
section 902, as modified by section 955(c)(1). 

Section 955(c) may be illustrated by the following examples: 

Example (1).—Assume that corporation A, a foreign business 
corporation, owns 40 percent of the voting stock of corporation B, a 
foreign corporation which is a qualified payor corporation and which 
in turn owns 80 percent of the voting stock of corporation C, another 
foreign corporation which is also a qualified payor corporation. As- 











32 TAX DEFERRAL FOR FOREIGN BUSINESS CORPORATIONS 


sume also that the following transactions took place within, and are 
related to, the same taxable year, a taxable year for which there is 
an addition to the reinvested foreign income account of corporation A, 


(A) Application of sections 955(c)(1) and 908(b) to determine tax deemed to be paid 
by corporation B 


(i) Gains, profits, and income of corporation C.............-...-.- $125, 000 
[(ii) Foreign tax — by corporation C with respect to such gains, 

Seen OOS IAAI... diisidissiih stem in deweisehs <4kGses~ snes 25, 000 

(iii) Accumulated profits of corporation C: $125,000 less $25,000__._- 100, 000 

(iv) Dividends paid by corporation C to corporation B.........-..-- 50, 000 


(v) Corporation C foreign tax which is deemed paid by corporation 
B without reduction by reason of the ratio which accumulated 
profits bear to total profits: 


50,000 
25,000 X 100,000 -~--7 "77° t Pr oremeemmeeene renee eer ee mene 12, 500 





(B) Application of secs. 955(c)(1) and 902(a) to determine tax deemed to be paid 
by corporation A 


(i) Gains, profits, and income of corporation B: 





SUD ION eke Clee wc ce dedseLs $50, 000 
Dividends from corporation C.............--- 50, 000 
——— $100, 000 
(ii) Foreign tax paid by corporation B with respect to its 
en. ok wba ccemsnecnaceuceouaaewe 20, 000 
(iii) Accumulated profits of corporation B: $100,000 less 
Cd. bodde. Same. Sad sULAhs Biss deeb ecdduen 80, 000 
(iv) Dividends paid by corporation B to corporation A___........ 15, 000 
(v) Foreign tax paid ($20,000) and deemed paid ($12,500) 
ee N ncahbpamasance 32, 500 
(vi) Foreign taxes paid and deemed paid by corporation B 
which are deemed paid by corporation A (without 
reduction by reason of the ratio which accumulated 
rofits bear to total profits) and included under sec. 
952(b)(2)(B) as an item of income derived from 
without the United States: 
15, 000 
32, 500 X 0000 rrr nnn nnn rene renee en ee 6, 093. 75 


If corporation A has no deductions which can be taken into account 
in determining reinvested foreign income, then the addition for the 
taxable year to the reinvested foreign income account is $21,093.75 
($15,000 plus $6,093.75). If in the following taxable year a sub- 
traction of $7,031'25 is made, then a ratable portion of such $6,093.75 
or $2,031.25 is treated as paid or accrued by corporation A in such 
following taxable year and is available as a deduction or for purposes 
of the foreign tax credit, at A’s election. 

Example (2).—Assume the same facts as in example (1) with respect 
to foreign corporations B and C. Assume with respect to the domestic 
corporation A that there is no addition to its reinvested foreign 
income account for the taxable year. 

In this case section 955(c) does not apply. Therefore the deter- 
mination of the amount of foreign taxes deemed paid is to be made 
under existing section 902 (as applied under the American Chicle 
case) and such amount is to be available only for purposes of the 
foreign tax credit. In this case, the computations are as follows: 

(A) Application of section 902(b) to determine tax deemed to be paid 
by corporation B.—Items (i), (ii), (iii), and (iv) are the same for cor- 
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portion B as under paragraph (A) of example (1). However, in lieu 
of item (v), the following computations are substituted: 
(v) Corporation C foreign tax with respect to accumulated profits of 
corporation C from which dividends were paid to corporation B: 
$100,000 (accumulated profits of C) 

$125,000 (gains, profits, and income of Cj $25,000 weer er $20, 000 

(vi) Corporation C foreign tax deemed paid by corporation B: 
$50,000 (dividend from C) 
$100,000 (accumulated profits of G) % $20,000 oar ate eO eae 10, 000 


(B) Application of section 902(a) to determine the tax deemed to be 
paid by corporation A.—Items (i), (ii), (iii), and (iv) are the same for 
corporation A as under paragraph (B) of example (1). However, the 
following computations are substituted for items (v) and (vi): 

(v) Corporation B foreign tax with respect to accumulated profits of B 
from which dividends were paid to A: 


$80,000 (accumulated profits of B) 
$100,000 cenine, Peer and income of B) $20,000 ane ees $16, 000 
(vi) Foreign tax paid ($16,000) and deemed to be paid ($10,000) by B 
with respect to accumulated profits of B from which dividends 


SIO AE OD Pichia aj A cia SR Es roman oequadavemiaepashe 26, 000 
(vii) sore DOU (vine pom by corporation A: 
15, ividend paid by B to A) : ; 
$80,000 (accumulated profits of B) * $26,000 (hem vi).--+-se 4, 875 


In this case the $4,875 tax deemed paid by A for the taxable year is 
available only for purposes of the foreign tax credit. Since there is 
no taxable income from sources without the United States the foreign 
tax credit is zero and the $4,875 amount is to be taken into account 
under section 904(c) (relating to carrybacks and carryovers of foreign 
tax credit), but applying the overall limitation in lieu of the per country 


limitation. 
SECTION 956. SPECIAL RULES 


(a) Surtax exemptions.—Subsection (a) provides that, for a cor- 
poration for which an election under the new subpart F is in effect, 
the exemption from surtax under section 11(c) is the lesser of $25,000 
or the taxable income determined without regard to the subtraction 
from the reinvested foreign income account. 

In determining under section 953(c)(2) the amount of a subtraction 
from the reinvested foreign income account, the U.S. corporate tax 
rate is the sum of the normal tax and surtax rates for the taxable 
year. If either such rate changes during a taxable year, the U.S. 
ort tax rate would (in effect) be the sum of that proportion of 
each rate which the number of days in the period to which the rate 
applies bears to the number of days in the entire taxable year. 

(b) Gross income for taxable year for which corporation is not a 
foreign business corporation.—If, although an election under the new 
subpart F is in effect, a corporation is not a foreign business corpora- 
tion, subsection (b) provides for the inclusion in gross income of 
subtractions from the reinvested foreign income account as an item of 
foreign source income. As in the case of section 952(a), however, the 
meaning of gross income under existing law will continue for purposes 
of determining the charitable contributions deduction under section 
170, the Western Hemisphere trade corporation deduction under 
sections 921 and 922, the accumulated earnings tax and personal 


69011°—60 H. Rept., 86-2, vol. 1-—-38 
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holding company tax under sutbchapter G, and the application of 
section 951. 

(c) Application of sections 172 and 1212.—Section 956(c)(1) pro- 

vides that in computing reinvested foreign income for any taxable 
ear no net operating loss carryover or carryback (and no capital 
oss carryover) shall be allowed from a taxable year for which the 
corporation was not a foreign business corporation. Thus, in comput- 
ing the net operating loss deduction for purposes of determining the 
reinvested foreign income for any taxable year, only net operating 
losses which occur in years for which the corporation is a foreign 
business corporation and which are attributable to sources without 
the United States may be taken into account. 

In determining whether there is an excess of deductions over gross 
income from sources without the United States (hereinafter referred 
to as ‘foreign source’’) the special rules of section 952(b)(2) (A) and 
(B) apply. Thus no deduction is allowed for “foreign taxes,’”’ and 
the item of gross income for taxes deemed paid under section 902 is 
taken into account. The special rule in section 952(b)(2)(C) (relating 
to alternative treatment of capital gains) does not apply since it is 
applicable only where, taking into account the capital gains (but 
without applying the special rule of section 952(b)(2)(C)), there is 
reinvested foreign income for the taxable year. 

In determining the taxable income of a foreign business corporation 
(which consists of domestic source income and any subtraction from 
the reinvested foreign income account), the net operating loss deduc- 
tion may be composed of net operating loss carryovers and carrybacks 
from taxable years for which it is a foreign business corporation and 
from taxable years for which it is not a foreign business corporation. 
For this purpose, the amount of the net operating loss for a year for 
which it is a foreign business corporation is determined by reference 
to the excess of domestic source deductions over domestic source gross 
income (plus any subtraction from the reinvested foreign income 
account). The amount of the net operating loss for any year for 
which the corporation is not a foreign business corporation is deter- 
mined under existing law, unless an election under the new subpart F 
applies for the year and there is a subtraction from the reinvested 
foreign income account for such year. In such a case, the subtraction 
is an item of gross income and will correspondingly reduce or eliminate 
the net operating loss for the taxable year. In determining the amount 
carried to a taxable year, the loss is to be adjusted for the taxable 
income (determined with the subtractions, if any, from the reinvested 
foreign income account) of intervening taxable years as provided in 
section 172. 

Section 956(c)(2) limits the taxable years to which a net operating 
loss carryback or carryover (or a capital loss carryover) may be car- 
ried. It applies only to carrybacks and carryovers from taxable years 
for which the corporation is a foreign business corporation and only 
to those that arise from foreign source income and deductions. Except 
as provided in section 956(c)(3), such carrybacks and carryovers are 
to be taken into account only for years for which the corporation is 
a foreign business corporation. It is to be noted that the special rule 
ewe by section 956(c)(2) (as well as the special rules provided 

y sec. 956(c) (1) and (3)) do not atZect the determination of the 
number of taxable years which have elapsed for purposes of deter- 
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mining whether any amount may be carried from one taxable year 
to another taxable year. 

Section 956(a)(3)(A) permits the amount of any foreign source net 
operating loss to be carried over to taxable years succeeding the last 
taxable year for which an election under the new subpart F applies. 
Section 956(a)(3)(B) provides a similar rule for purposes of deter- 
mining the short-term capital loss provided by section 1212 for taxable 
years succeeding such last taxable year. 

Example.—The application of section 172 in relation to the new 
subpart F may be illustrated by the facts assumed in the table below 
with respect to corporation A. For purposes of this example, the 
term ‘‘domestic” refers to items allocable to sources within the United 
States, and the term “foreign” refers to items allocable to sources 
without the United States. Except as otherwise stated in the explana- 
tion following the table, it is assumed that there are no distributions 
under section 954 during the taxable years involved. It is assumed 
that corporation A was organized on January 1, 1960, that it is not a 
Western Hemisphere trade corporation, and that it has no interest or 


dividend income, 
Corporation A 
Election Election 


Election under subpart F..| not in Election in effect not in 
effect effect 








po ee 1960 


ET I eck cca teen Not FBC 











Domestic gross income.....}.........- 
Domestic deductions !._.._}.........- 


Domestic taxable income ! 
or domestic net operat- 
DIE cticdncmmmageouninneweiiiid 


Foreign gross income_.....}.........- 
Foreign deductions !.......|.........- 


os sseecece 


Reinvested foreign in- 

come,' foreign taxable 

income,! or foreign net 

operating loss...........- secceseces!. ol Gar Gor Gaaenr”»§6©° Mere Cheick 
Taxable income! or net 

operating loss............ ($35) 





1 Before taking into account any net operating loss deduction. 


Taxable year 1960.—Corporation A has a net operating loss for 
1960 of $35. Under section 172 the years to which this may be car- 
- are the 5 years succeeding the loss year: 1961, 1962, 1963, 1964, 
and 1965. 

Taxable year 1961.—After the close of 1961, corporation A enters, 
for 1961, an addition of $200 to its reinvested foreign income account. 
Its taxable income, without the net operating loss deduction, is $20. 
Taking into account the carryover of $35 from 1960, the taxable in- 
come for 1961 is zera. 

After the close of 1962, corporation A recomputes its reinvested 
foreign income for 1961 to reflect the foreign net operating loss carry- 
back from 1962. Taking into account the $30 foreign loss for 1962, 
the reinvested foreign income for 1961 (and thus the addition to its 
reinvested foreign income account) is $170 (foreign gross income 
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$1,000, minus foreign deductions, including the net operating loss 
deduction, of $830). 

After the close of 1964, A again recomputes its reinvested foreign 
income for 1961 to take into account the $210 foreign loss for 1964. 
Thus, the reinvested foreign income for 1961 is zero ($170-$210, but 
not less than zero). 

If A had made a distribution during 1961 of $24, the $210 carryback 
from 1964 would eliminate the subtraction for 1961 (since, after 
applying the carryback, the reinvested foreign income account is 
zero), and would reduce the amount of the carryover from 1960 
absorbed in 1961 by $15 ($35 carryover from 1960 minus $20 domestic 
income for 1961 before net-operating loss deduction). Corporation A 
(if it files claim for credit or refund within the time prescribed by 
sec. 6511(d)(2)) would be entitled (assuming a 52 percent U.S. cor- 
porate tax rate and no foreign taxes for 1961) to a refund or credit of 
the $18.20 paid by it for 1961 by reason of including $35 ($50 subtrac- 
tion minus $15 carryover) in taxable income. Of course, the carryover 
from 1960 to taxable years succeeding 1961 would have to be recom- 
puted to reflect the adjustments made with respect to 1961. The 
remainder of this explanation assumes that no distribution was made 
in 1961. 

Taxable year 1962.—Corporation A has a foreign net operating loss 
for 1962 of $30. Under section 172 this may be carried back to 1960 
(A’s first taxable year) and to 1961 and may be carried forward to 
taxable years 1963, 1964, 1965, 1966, and 1967. However, the loss 
may not be taken into account for 1960 because for 1960 corporation A 
was not a foreign business corporation. Thus, in this example, the 
entire $30 is applied against the $200 reinvested foreign income for 
1961 and reduces it to $170. 

Without the net operating loss deduction, A’s taxable income for 
1962 is $10. This is reduced to zero by the carryover from 1960 
of $15 ($35, the amount of the loss, reduced by $20, the taxable 
income for 1961 computed without regard to such loss). 

Taxable year 1963.—Since A is not a foreign business corporation 
for 1963, the fact that A has a loss for 1963 from its foreign operations 
is not taken into account as such, but the domestic and foreign items 
are combined to produce a taxable income of $8. Taking into account 
the $5 carryover from 1960 ($35 loss, reduced by taxable incomes for 
1961 and 1962 (computed without regard to such loss) of $20 and $10, 
respectively), the taxable income for taxable year 1963 is $3. How- 
ever, after the close of 1966, the taxable income for 1963 is recomputed 
as zero by reason of the $156 carryback from 1966. 

Taxable year 1964.—For this taxable year, corporation A is a foreign 
business corporation and has a foreign net operating loss of $210. The 
entire $210 is carried back to 1961 to reduce the reinvested foreign 
income for such year to zero ($170 less $210, but not below zero). No 
peat of the 1964 foreign net operating loss is used in 1962 (a foreign 

usiness corporation year), since A sustained a foreign operating loss 
in 1962. No part of the 1964 foreign net operating loss may be used 
to absorb income of 1963, 1965, or 1966 as A is not a foreign business 
corporation for those years. The unused portion of the 1964 foreign 
net operating loss ($40) may be used to absorb 1967 income, since 1967 
a year succeeding the last taxable year for which the election is in 
effect. 
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The $10 taxable income for 1964 is reduced to zero by the carryback 
from 1966 of $153 ($156 minus $3 taxable income for 1963). 

Taxable year 1965.—The taxable income of $15 (which is determined 
by combining the domestic and foreign items) for this year is reduced 
to zero by the net operating loss carryback from 1966. 

Taxable year 1966.—Corporation A has a net operating loss of $156 
(which is determined by combining the domestic and foreign items) 
for 1966. The entire amount is carried back to 1963. One hundred 
and fifty-three dollars of the 1966 loss is carried back to 1964, $143 is 
carried back to 1965, and $128 is carried over to 1967. 

Taxable year 1967.—The taxable income for 1967, without the net 
operating loss deduction, is $100. The net operating loss deduction 
for 1967 consists of— 


(1) Foreign loss carryover from 1964__...........-.------------------2e $40 
(3) ‘Carryover from 1006... oi 00.4 sch ae ee eek 128 
Total net operating loss deduction. ...............-......-..-...- 168 


Thus, with the net operating loss deduction, the taxable income for 
1967 is zero. 

In this case, the entire amount of the 1964 carryover is used up. 
The 1966 net operating loss is carried over to 1968 in the amount of 
$68. If there had been a domestic loss of $128 for 1964, this loss and 
the foreign loss would create a $168 carryover from 1964 to 1967, and 
a $68 carryover from 1964 to 1968. 

(d) Limitation on information required to be furnished.—Under sec- 
tion 956(d), no information with respect to any corporation may be 
required under sections 951(a)(5) (relating to qualification as a foreign 
business corporation), 951(c)(1) (relating to qualification as a qualified 
payor corporation), or 954(c)(5)(C) (relating to treatment of fair 
market value of stock as prohibited property held by a corporation 
where such corporation fails to furnish information concerning another 
corporation whose stock it holds directly or indirectly) for any of its 
taxable years beginning after December 31, 1960, unless the infor- 
mation is of a character which was required to be furnished under the 
forms or regulations in effect on the first day of such taxable year. 


SECTION 957. ELECTED FOREIGN BRANCHES OF BANKS TAXED 
AS FOREIGN BUSINESS CORPORATIONS 


(a) General rule—Subsection (a) provides that a bank (as defined 
in sec. 581), operating during the taxable year in a foreign country 
through a branch which meets for such taxable year the qualifications 
specified by subsection (b), may make an election with respect to such 
branch. If the election is made in accordance with regulations pre- 
scribed by the Secretary or his delegate, the branch will be an elected 
branch subject to taxation as a foreign business corporation. 

(6) Qualifications.—The qualifications specified by subsection (b) 
are that the branch derive at least 90 percent of its gross income from 
sources without the United States and that it derive at least 90 percent 
of its gross income from the active conduct of a trade or business. 
The gross income from the active conduct of a trade or business is 
defined for such purpose to include commissions and interest and all 
income and gains from loans and investments ordinary and necessary 
for carrying on the trade or business of the branch. 
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(ce) Corporate provisions applicable—Section 957(c) provides that, 
under regulations prescribed by the Secretary or his delegate, an 
elected branch is (except as provided in sec. 957(g)) to be considered 
a corporation for purposes of subtitle A of the 1954 Code (relating to 
income taxes) with respect to operation, distributions, and any other 
purpose; and the electing bank is to be considered the sole shareholder 
of such elected branch. 

(d) Duration of election.—Subsection (d) provides that the election 
may be made for any taxable year for which the branch is qualified 
beginning after December 31, 1962, and will continue until it is 
revoked by the electing bank or is terminated by reason of the failure 
of the elected branch to qualify for two successive years. 

(e) Imposition of taxes.—Section 957(e) provides that the elected 
branch will be treated as a corporation with respect to which an 
election under the new subpart F is in effect. 

(f) Computation v4 taxable income.—Subsection (f) provides that 
the elected branch shall be allowed only the deductions and credits 
properly allocable to the operation of the business of the branch. 

(g) Provision inapplicable-—Subsection (g) provides exceptions to 
the rules provided by section 957(c). The electing bank is not con- 
sidered a shareholder, and the elected branch is not considered a 
corporation, for purposes of subchapter C of chapter 1 of the 1954 
Code (relating to corporate distributions and adjustments), except 
with respect to property constituting contributions to paid-in surplus 
or capital, and except with respect to part I of subchapter C (relating 
to distributions). 

(h) Multiple branches——Subsection (h) provides rules for multiple 
branches. If, at its first election under the new section 957, a bank 
elects for branches in more than one country, it may make one or 
more combinations of such branches and treat each combination as 
a branch. If a branch later becomes an elected branch for the first 
time, it may be combined with any other elected branch whether 
separate or combined. Each branch in a foreign country, however, 
is covered by an election concerning any other branch in that foreign 
country and are all treated as one elected branch. The single or 
combined treatment thus elected continues for all subsequent taxable 
years unless the Secretary or his delegate consents to a different 
treatment. 

(i) Dividends received out of reinvested foreign income account.— 
Subsection (i) allows an electing bank a 100 percent dividend-received 
deduction for dividends from an elected branch out of its reinvested 
foreign income account. 


SECTION 2. FOREIGN BUSINESS CORPORATIONS (continued) 


(6) Certain dividends received out of reinvested foreign income 
account.—Subsection (b)(1) of section 2 of the bill would redesignate 
subsection (c) of section 243 as subsection (d) and would insert a new 
subsection (c). The new subsection would allow a deduction equal to 
100 percent of the amount of dividends received by a domestic corpo- 
ration from another corporation out of such other corporation’s rein- 
vested foreign income account, if the recipient corporation or another 
domestic corporation controls the payor corporation within the mean- 
ing of section 368(c). The rules under section 953(c) for determining 
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whether a distribution is out of reinvested foreign income also apply 
under section 243(c). 

Subsection (b) (2) of section 2 of the bill makes a technical conform- 
ing amendment to section 243(a) of the code. 

(c) Carryovers.—Subsection (c) of section 2 of the bill adds a new 
paragraph (23) at the end of section 381(c) which contains a list of 
items of a distributor or transferor corporation which are taken into 
account by an acquiring corporation in case of a liquidation or reorgan- 
ization described in section 381(a). The new paragraph, patterned 
after section 381(c)(22) (relating to successor life insurance com- 
panies), adds to the list the reinvested foreign income account of the 
distributor or transferor corporation, where the acquiring corporation 
is a foreign business corporation. 

The new paragraph (23) is applicable where the assets of a foreign 
business corporation are acquired by another foreign business 
corporation in (1) a liquidation of an 80-percent controlled 
subsidiary under section 332 (other than a liquidation in which 
the basis of the assets distributed is determined under sec. 
334(b)(2)), or (2) a reorganization described in section 381(a)(2) 
(statutory mergers or consolidations, mere changes in identity, 
form, or place of organization, etc.). In such cases the acquiring 
corporation under the new section 381(c)(23) must take into account, 
to the extent proper to carry out the purposes of section 381 and 
the purposes of the new subpart F, the items which the distributor 
or transferor foreign business corporation otherwise would be required 
to take into account. Among the items of the distributor or the 
transferor corporation that are required to be taken into account by 
the acquiring corporation under the new paragraph (23) are: (1) 
the reinvested foreign income account of the transferor, and (2) 
any income, war profits and excess profits taxes paid or accrued to 
any foreign country or to any possession of the United States by the 
distributor or transferor corporation which have not been allowed as a 
credit or deduction. Thus, in the case of these acquisitions, the items 
described above will be taken into account (to the extent proper to 
carry out the purposes of sec. 381 and the purposes of subpt. F of pt. 
III of subch. N of ch. I) by the successor corporation and will not, to 
the extent so taken into account by the successor corporation, result 
in the imposition of tax upon the distributor or transferor corporation. 

Where distributions of boot are made to shareholders in connection 
with the reorganizations described above, the provisions of this bill 
will, of course, be applicable and the reinvested foreign income 
account and foreign tax account will be correspondingly adjusted. 
Similarly, in the case of acquisitions not described in section 381(a), 
or other transactions which, under other provisions of the 1954 Code, 
might result in nonrecognition of gain to a corporation or its share- 
holders (e.g., secs. 311(a), 336, 337, 354, 355, 356, and 361) the 
provisions of this bill imposing a tax with respect to distributions 
will be applicable. 

In addition, the provisions of subtitle A and subtitle F (except as 
modified by the bill) will apply to the net operating loss carrybacks, 
carryovers and net operating loss deductions in the same manner 
and to the same extent as the provisions of those subtitles apply 
in respect of net operating loss carrybacks, carryovers and net op- 
erating loss deductions generally. Accordingly, the rules and limi- 
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tations contained in sections 381, 382, and 269 will be applicable to 
net operating loss carrybacks and carryovers referred to in this bill. 

Except to the extent that specific provisions so provide, the bill is 
not intended to interfere with the operation of the general rules of the 
1954 Code, such as those relating to the characterization of income, 
the recognition or nonrecognition of gain upon sales or exchanges, 
reorganizations, etc., and the taxation of shareholders. For example, 
although a tax is imposed upon a foreign business corporation with 
respect to amounts subtracted from its reinvested foreign income ac- 
count, the tax treatment of the shareholders of the foreign business 
corporation will be determined under the general rules of the 1954 Code 
(except for the 100-percent dividends-received deduction) including 
those rules in subchapter C. As a result, if the distribution is in com- 
plete liquidation of a corporation, as described in section 331(a)(1), 
the amounts received by the shareholders are to be treated as in full 
payment in exchange for their stock. 

(d) Personal holding company;income.—Subsection (d) of section 2 
of the bill would amend section 543 of the code to exclude from 
personal holding company income the dividends, interest, or royalties 
(other than mineral, oil, or gas royalties) received or accrued by a 
corporation which upon application of the exclusion is not a personal 
holding company and qualifies as a foreign business corporation (or 
a corporation for which an election is in effect). During its entire tax- 
able year more than 50 percent in value of its outstanding stock must 
be owned by a domestic parent corporation. Such domestic parent 
emupynninnn, for its taxable year which ends with (or within which 
ends) the taxable year of the foreign business corporation, must not 
be a personal holding company and would not be a personal holding 
company if it had derived its proportionate share of each item of gross 
income derived by each subsidiary for the taxable year of the subsidi- 
ary which ends with or within that of the domestic parent. The term 
“subsidiary” is defined for such purpose as a domestic corporation in 
which more than 50 percent in value of the outstanding stock is held 
by the domestic parent corporation at sometime during the pertinent 
taxable year of the subsidiary. The proportionate share of any item 
of gross income is the greatest percentage of stock ownership during 
the subsidiary’s taxable year. ‘The exclusion from personal holding 
company income under the amendment, however, is only for interest, 
dividends, and royalties from a corporation in which the foreign bus- 
iness corporation owns more than 50 percent in value of the out- 
standing stock and which, for a 3-taxable-year period ending with the 
close of its taxable year which ends with or within that of the foreign 
business corporation, has derived at least 70 percent of its gross 
income from without the United States and from the active conduct 
of a trade or business. The foreign business corporation need own 
only more than 25 percent in value of the outstanding stock of the 
corporation from which it receives the dividends, interest, and royalties 
if such corporation is engaged in an active trade or business of the 
same or similar or related character as the trade or business conducted 
by the domestic parent corporation. 

(e) Foreign business corporations not includible corporations in af- 
filiated groups.—Subsection (e) of section 2 of the bill adds to the end 
of section 1504(b) (relating to definition of includible corporations 
for purpose of the consolidated returns) a new paragraph (8) classify- 
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ing a corporation for which an election is in effect under section 951 
as one not an “‘includible corporation’’. 

(f) Technical amendments.—Paragraph (1) of subsection (f) of 
section 2 of the bill merely makes a conforming amendment to the 
table of subparts for part III of subchapter N of chapter 1. 

Paragraph (2) adds at the end of section 901(d) a cross reference 
to section 955, relating to special rules for foreign business corporations. 

Paragraph (3) amends section 903 (relating to credit for taxes in 
lieu of income, etc., taxes) by inserting a reference to the new subpart 
F added by section 2(a) of the bill. 


SECTION 3. CERTAIN TRANSFERS TO FOREIGN CORPORA- 
TIONS AND TO FOREIGN BUSINESS CORPORATIONS 


(a) Amendment of section 867.—Subsection (a) of section 3 of the 
bill amends section 367, which provides the general rule that in de- 
termining the extent to which gain is recognized in case of an exchange 
described in section 332, 351, 354, 355, 356, or 361, a foreign corpora- 
tion is not considered a corporation unless, before the exchange, it 
has been established to the satisfaction of the Secretary or his dele- 
gate that such exchange is not pursuant to a plan having as one of its 
principal purposes the avoidance of Federal income taxes. The 
amendment designates the existing provisions as subsection (a) and 
= two new subsections containing two exceptions to the general 
rule. 

An exception from such requirement is provided by the new section 
367(b) for exchanges arising out of, or in connection with, a transfer 
(whether or not in liquidation) of substantially all the properties of a 
foreign corporation to a foreign business corporation. In such case, 
the foreign corporation’s accumulated earnings and profits are treated 
(except for purposes of sec. 951) as distributed immediately before 
the exchange or liquidation to the foreign business corporation as @ 
dividend. The amount thus treated as a dividend would, to the extent 
constituting income from sources without the United States, be taken 
into account in determining reinvested foreign income. 

The new section 367(c) provides an exception for an exchange 
arising out of, or in connection with, a transfer of “foreign business 
property” by a foreign business corporation to a foreign corporation 
in exchange for stock in such foreign corporation. Such foreign 
corporation for its first taxable year beginning after such exchange 
must be controlled (as defined by sec. 368(c)) by one or more foreign 
business corporations, and must be a qualified payor corporation with 
respect to each such foreign business corporation. ‘Foreign business 
property” is defined as property transferred for use, and within 6 
months used, by the transferee in the active conduct of a trade or 
business. It does not include, however, inventory or stock in a 
domestic corporation. Furthermore, it does not include stock in a 
foreign corporation except voting stock in a foreign corporation which 
is a qualified payor corporation as to the foreign business corporation 
for the last 3 taxable years of such foreign business corporation ending 
before the exchange and is a qualified payor corporation as to the 
transferee foreign corporation for its first taxable year after the ex- 
change. Such qualified payor corporation also must derive 50 per- 
cent or more of its gross income from without the United States from 
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the active conduct of a trade or business for its first taxable year 
beginning after the exchange. 

(b) Amendment of section 1492.—Subsection (b) of section 3 of the 
bill amends section 1492 (relating to nontaxable transfers) to exempt 
from the tax imposed by section 1491 the transfers of foreign business 
Baonerey defined in section 367(c) discussed above. 

(c) Transfer of inventory to foreign business corporations and foreign 
corporations.—Section 3(c) of the bill adds a new section 78 to the 
1954 Code. Under the new section, if a person transfers inventory to 
a foreign corporation, or to a corporation with an election in effect 
under the new subpart F, in exchange for stock or securities in the 
corporation or as a contribution to capital, then such transferor is 
treated as having exchanged such property for stock in the corporation 
having a fair market value equal to that of the property transferred, 
and section 351 (relating to transfer to corporation controlled by 
transferor) does not apply. 


IV. CHANGES IN EXISTING LAW MADE BY THE BILL, AS 
INTRODUCED 


In compliance with clause 3 of rule XIIT of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


INTERNAL REVENUE CODE OF 1954 
Subchapter B—Computation of Taxable Income 
* aK 


* * * a 































PART II—ITEMS SPECIFICALLY INCLUDED IN GROSS 
INCOME 


Sec. 71. Alimony and separate maintenance payments. 

Sec. 72. Annuities; certain proceeds of endowment and life insurance 
contracts. 

Sec. 73. Services of child. 

Sec. 74. Prizes and awards. 

Sec. 75. Dealers in tax-exempt securities. 

Sec. 76. a made or obligations issued by joint-stock land 

anks. 
Sec. 77. Commodity credit loans. 
Sec. 78. Distributions from reinvested foreign business income. 


* * * * * * 


SEC. 78. DISTRIBUTIONS FROM REINVESTED FOREIGN BUSINESS 
INCOME. 

(a) In Generat.—If a corporation makes a distribution from 
reinvested foreign business income, there shall be included in the gross 
income of the distributing corporation the amount specified in section 
951(6)(4). 

(6) Cross Rerrrence.— 

For definitions of “distribution” and of ‘‘reinvested foreign 
business income’’, see section 951. 
* . * 
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SEC. 243. DIVIDENDS RECEIVED BY CORPORATIONS. 


(a) GeneRAL Rute.—In the case of a corporation (other than a 
small business investment company operating under the Small Busi- 
ness Investment Act of 1958) there shall be allowed as a deduction an 
amount equal to 85 percent of the amount received as dividends 
(other than dividends described in paragraph (1) of section 244, relat- 
ing to dividends on the preferred stock of a public utility) from a 
domestic corporation which is subject to taxation under this chapter. 

(b) Smatt Business INvestmMENT CompaNtges.—In the case of a 
small business investment company operating under the Small 
Business Investment Act of 1958, there shall be allowed as a deduction 
an amount equal to 100 percent of the amount received as dividends 
(other than dividends described in paragraph (1) of section 244, 
relating to dividends on preferred stock of a public utility) from a 
domestic corporation which is subject to taxation under this chapter. 

(c) Divipenps Receivep ovr or RetnvesteD Foreian Business 
Income.—In the case of a corporation which receives a dividend from a 
domestic corporation out of reinvested foreign business income, as de- 
fined in section 951, there shall be allowed as a deduction an amount equal 
to 100 percent of the amount received as a dividend. 

ro)4 (2) Spectan Ruues ror Cerratin Distrisutions. —For pur- 
poses of subsections (a) and (b) — 

(1) Any amount allowed as a deduction under section 591 
(relating to deduction for dividends paid by mutual savings 
banks, etc.) shall not be treated as a dividend. 

(2) A dividend received from a regulated investment company 
shall be subject to the limitations prescribed in section 854. 

* * * * * * * 


SEC. 367. FOREIGN CORPORATIONS. 


(a) In Gevnerat.—In determining the extent to which gain shall 
be recognized in the case of any of the exchanges described in [section] 
sections 332, 351, 354, 355, 356, or 361, a foreign corporation shall not 
be considered as a corporation unless, before each exchange, it has 
been established to the satisfaction of the Secretary or his delegate 
that such exchange is not in pursuance of a plan having as one of its 
principal purposes the avoidance of Federal income taxes. For 
purposes of this section, any distribution described in section 355 
(or so much of section 356 as relates to section 355) shall be treated 
as an exchange whether or not it is an exchange. 

(b) Excerrions.—This section shall not apply in the case of any of 
the exchanges referred to in subsection (a), arising out of, or in connection 
with, a transfer to a foreign corporation, in exchange for its stock or 
securities, of foreign business property. 

(c) Forrian Business Properry Derinep.—As used in this sec- 
tion, “foreign business property” shall mean property as defined in 
section 317 (a)— 

(1) which is placed into use, within siz months after the transfer, 
directly or indirectly, by the transferee in the active conduct of a trade 
or business at least 90 percent of the gross income of which for the 
taxable year of the transfer is derived from sources without the 
United States; and 

(2) which, except in the case of real property and property of a 
character which is subject to the allowance for depreciation provided 
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in section 167, was previously used, directly or indirectly, by the 

transferor in the active conduct of a trade or business at least 90 
percent of the gross income of which was derived from sources withe 
out the United States for the three-year period preceding the date of 
the exchange (or for such part of the three-year period during which 
such trade or business was carried on, or for such part of such 
three-year period as follows December 31, 1958, whichever is the 
shorter). 

For the purposes of this subsection, if a person owns at least 10 percent 

of the voting stock of a corporation which is actively engaged (directly, or 

undirectly through a corporation 50 percent or more of the voting stock of 

which it owns) in a trade or business, then such stock shall be deemed 

property used indirectly by such person in the active conduct of a trade 

or business. 

* * 

















Subchapter N—Tax Based on Income From Sources 
Within or Without the United States 


Part I. Determination of sources of income. 
Part II. Nonresident aliens and foreign “ery 
Part III. Income from sources without the United States. 


PART I—DETERMINATION OF SOURCES OF INCOME 


Sec. 861. Income from sources within the United States. 
Sec. 862. Income from sources without the United States. 
Sec. 863. Items not specified in section 861 or 862. 

Sec. 864. Definitions. 


= * 



























PART III—INCOME FROM SOURCES WITHOUT THE UNITED 
STATES 


Subpart A. Foreign tax credit. 

Subpart B Earned income of citizens of United States. 

Subpart C. [Western Hemisphere] International trade corpora- 
tions. 

Subpart D. Possessions of the United States, 

Subpart E. China Trade Act corporations. 

Subpart F. Foreign business corporations. 














Subpart A—Foreign Tax Credit 














Sec. 901. ee of foreign countries and of possessions of United 
tates 
Sec. 902. Credit for corporate stockholder in foreign corporation, 
Sec. 903. Credit for taxes in lieu of income, etc., taxes. 
Sec. 904. Limitation on credit. 
Sec. 905. Applicable rules. 
* * * . 


SEC. 903. CREDIT FOR TAXES IN LIEU OF INCOME, ETC., TAXES 
AND TAXES WAIVED. 

For the purposes of this subpart and of section 164(b), the term 
‘4ncome, war profits, and excess profits taxes’ shall include the 
following — 

(1) Taxes IN LIEU OF INCOME, ETC., TAXES.—[a] A tax paid 
in lieu of a tax on income, war profits, or excess profits otherwise 


* * * 
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generally imposed by any foreign country or by any possession 
of the United States. 

(2) Taxes waiveD.—A tax on income, war profits, or excess 
profits generally imposed by any foreign country (including a taz 
described in paragraph (1)), the payment by the taxpayer of which 
is certified by the Secretary of State, or his delegate, to have been 
waived by the foreign country as an inducement extended and ac- 
cepted in good faith to begin, increase, or continue within such 
foreign country the rendition of technical, managerial, engineering, 
construction, scientific or like services, or the active conduct of a 
trade or business, and the amount of taxes so waived shall be deemed 
to have been paid or accrued to the foreign country or possession 
for a period not to exceed the first ten taxable years during which 
such taxes would have been paid or accrued except for such waver. 


SEC. 904. LIMITATION ON CREDIT. 

(a) Limiration.—The amount of the credit in respect of the tax 
paid or accrued to any country shall not exceed the same proportion 
of the tax against which such credit is taken which the taxpayer’s 
taxable income from sources within such country (but not in excess of 
the taxpayer’s entire taxable income) bears to his entire taxable 
income for the same taxable year. 

(b) TaxaBLe INCOME For Purpose or Computine LimITaTion.— 
For purposes of computing the limitation under subsection (a), the 
taxable income in the case of an individual, estate, or trust shall be 
computed without any deduction for personal exemptions under 
section 151 or 642 (b). 

(c) CARRYBACK AND CarRYOveR oF Excess Tax Paip.—Any 
amount by which any such tax paid or accrued to any foreign country 
or possession of the United States for any taxable year beginning after 
December 31, 1957, for which the taxpayer chooses to have the bene- 
fits of this subpart exceeds the limitation under subsection (a) shall be 
deemed tax paid or accrued to such foreign country or possession of 
the United States in the second preceding taxable year, in the first 
preceding taxable year, and in the first, second, third, fourth, or fifth 
succeeding taxable years, in that order and to the extent not deemed 
tax paid or accrued in a prior taxable year, in the amount by which 
the limitation under subsection (a) for such preceding or succeeding 
taxable year exceeds the sum of the tax paid or accrued to such foreign 
country or possession for such preceding or succeeding taxable year 
and the amount of the tax for any taxable year earlier than the current 
taxable year which shall be deemed to have been paid or accrued in 
such preceding or subsequent taxable year (whether or not the tax- 
payer chooses to have the benefits of this subpart with respect to such 
earlier taxable year). Such amount deemed paid or accrued in any 
year may be availed of only as a tax credit and not as a deduction and 
only if taxpayer for such year chooses to have the benefits of this sub- 
part as to taxes paid or accrued for that year to foreign countries or 
possessions. For purposes of this subsection, the terms “second pre- 
ceding taxable year’ and “‘first preceding taxable year’ do not 
include any taxable year beginning before January 1, 1958. 

(d) AtrernaTive LimiraTion.— 

(1) Notwithstanding the limitation under subsection (a), the 
aggregate amount of credits under section 901 in respect of taxes paid 
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or accrued to all foreign countries shall not, as a result of such limi- 
tation, be reduced to an amount which 1s less than the proportion of 
the tax against which such credits are taken which the taxpayer's 
tazable income from sources outside the United States (but not in 
excess of the taxpayer’s entire taxable income) bears to his entire 
taxable income for the same taxable year. 

(2) The total amount of any additional credit allowed as a result 
of the application of paragraph (1) shall for the purposes of sub- 
section (c), and before the application of any carryback or carry- 
forward of taxes under such sabialllone 

(A) reduce the taxes paid to those foreign countries and 
possessions of the United States to which taxes have been paid 
or accrued in excess of the amount allowable as a credit under 
subsection (a) in the ratio which the excess taxes paid or accrued 
to each such country or possession over the amount allowable 
as a credit under subsection (a) bears to the aggregate amount 
of such excesses; and 

(B) be allocated among and deemed paid to those foreign 
countries and possessions to which taxes paid or accrued or 
deemed paid or accrued are less than the limitation provided in 
subsection (a) in the ratio which the excess of the limitation 
under subsection (a) over the taxes paid or accrued or deemed 
paid or accrued to such foreign country or possession bears to 
the aggregate amount of such excesses. 

* * * * 


. * * 





Subpart C—[Western Hemisphere] International Trade 
Corporations 


Sec. 921. Definition of Western Hemisphere trade corporations.] 
ec. 921. Definition of International Trade Corporations. 
Sec. 922. Special deduction. 


[SEC. 921. “ae OF WESTERN HEMISPHERE TRADE CORPORA- 


[For purposes of this subtitle, the “Western Hemisphere trade 
corporation” means a domestic corporation all of whose business 
(other than incidental purchases) is done in any country or countries 
in North, Central, or South America, or in the West Indies, and 
which satisfies the following conditions: 

[(1) if 95 percent or more of the gross income of such domestic 
corporation for the 3-year period immediately preceding the 
close of the taxable year (or for such part of such period during 
which the corporation was in existence) was derived from 
sources without the United States; and 

[(2) if 90 percent or more of its gross income for such period 
or such part thereof was derived from the active conduct of a 
trade or business. 

For any taxable year beginning prior to January 1, 1954, the deter- 
mination as to whether any corporation meets the requirements of 
section 109 of the Internal Revenue Code of 1939 shall be made as if 
this section had not been enacted and without inferences drawn from 
the fact that this section is not expressly made applicable with respect 
to taxable years beginning prior to January 1, 1954.] 
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SEC. 921. DEFINITION OF INTERNATIONAL TRADE CORPORATION. 
For purposes of this subtitle, the term “international trade corporation” 
means a domestic corporation which satisfies the following conditions— 
(1) if 90 percent or more of the gross income of such domestic 
corporation was derived from sources without the United States for 
the 3-year period immediately preceding the close of the taxable year 
(or for seek part of such 3-year period during which the corporation 
was in existence, or for such part of such 3-year period as follows 
December 31, 1958, whichever is the shorter); and 
(2) af 90 percent or more of its gross income was derived from the 
apa woe of a trade or business for such period (or such part 
thereof} ). 
For the purpose of paragraph (2) of this section, dividends, compensation 
jor the use of, or right to use, patents, trademarks, and copyrights, and 
compensation for the rendition of technical, managerial, engineering, 
construction, scientific, or like services derived from a corporation at least 
10 percent of the voting stock of which is owned by the recipient thereof 
shall be deemed to be derived by the recipient thereof from the active conduct 
of a trade or business, provided that the con pcration making the payment 
satisfied the conditions stated in paragraphs (1) and (2) of this subsection, 
other than the requirement of domestic incorporation, for the taxable year 
during which the payment was made. 
SEC. 922. SPECIAL DEDUCTION. 

In the case of a [Western Hemisphere] international trade corpora- 
tion there shall be allowed as a deduction in computing taxable income 
an amount computed as follows— 

(1) First determine the taxable income of such corporation 
computed without regard to this section. 
(2) Then multiply the amount determined under paragrapb 
(1) by the fraction— 
(A) the numerator of which is 14 percent, and 
(B) the denominator of which is that percentage which 
equals the sum of the normal tax rate and the surtax rate for 
the taxable year prescribed by section 11. 
+ a” « + * * * 


Subpart F—Foreign Business Corporations 
Sec. 951. Tax on foreign business corporations. 


SEC. 951. TAX ON FOREIGN BUSINESS CORPORATIONS. 
(a) Derrnirion or Forzien Bostness Corporation.—The term 
“foreign business corporation’? means a domestic corporation which for 
taxable year— 

(1) derives 90 percent or more of its gross income, if any, from 
sources without the United States; 

(2) derives 90 percent or more of its gross income, if any, from 
the active conduct of a trade or business, which for purposes of this 
paragraph shall inelude— 

(A) in a case where a recipient corporation owns at least 10 
percent of the voting stock of another corporation 

(t) all dividends received from such other corporation 

which are paid out of earnings and profits of taxable years 

for which that payor corporation satisfied (or, tf a domestic 
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corporation, would‘have satisfied) the requirements described 
in paragraphs (1), (3), and this paragraph; and 
(iz) all other income received from such other corporation 
if, for the taxable year of receipt, such other corporation 
satisfied (or, if a domestic corporation, would have satisfied) 
the requirements of paragraphs (1), (3), and this para- 
graph; and 
(B) amounts received as compensation for the use of or right 
to use patents, trademarks, and copyrights, and as compensation 
for the rendition of technical, managerial, engineering, construc- 
tion, scientific or like services; and 
(3) is not an ineligible corporation as defined in subsection (ce); 


and which has elected to be taxed under the provisions of this section. 
Such election may be made for any taxable year to which this section 
applies, and shall continue in effect for all subsequent taxable years until 
terminated, either by filing notice of such termination, or by failing for 
two successive taxable years to qualify as a foreign business corporation. 
The manner and time of making an election, or filing a notice of termina- 
tion of election, shall be prescribed by the Secretary or his delegate by 
regulations. 
(6) Taxarion or Forgran Business Corporations. 


(1) IncoME FROM SOURCES WITHIN THE UNITED STATES.—A 


foreign business corporation shall be taxable as provided in section 11 


upon its gross income from sources within the United States, reduced 
by the deductions allowed by this chapter to the extent that they are 
connected with income from sources within the United States, and 
upon the amount included in gross income under paragraph (2) of 
this subsection. Proper apportionment and allocation of the deduc- 
tions with respect to sources within and without the United States 
shall be determined as provided in part I, under regulations pre- 
scribed by the Secretary or his delegate. The deduction for charitable 
contributions and gifts provided by section 170 shall be allowed 
po aacg or not connected with income from sources within the United 
tates. 
(2) IncOME FROM SOURCES WITHOUT THE UNITED STATES.— 

(A) In eenerat.—If a corporation makes a distribution 
out of “‘reinvested foreign business income’’, such corporation 
shall include in its gross income for the year of the distribution 
(for all purposes except the purposes of subsection (a) of this 
section and the purposes of section 921) the amount determined 
under paragraph (4). For the purposes of this section, every 
distribution shall be deemed to be made out of reinvested foreign 
business income to the extent thereof, and out of the most recently 
accumulated such income. The amount to be included in gross 
income under this paragraph for any taxable year shall not 
exceed the earnings and profits of the distributing corporation 
accumulated for taxable years ending after December 31, 1958, 
computed as of the close of the taxable year of the distribution 
in the same manner in which accumulated earnings and profits 
are computed for the purposes of section 316 without diminution 
by the amount determined under paragraph (4) for the taxable 
year. 

(B) ReInvesTED FOREIGN BUSINESS INCOME.—For pur- 
poses of this section, “reinvested foreign business income’”’ of 
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a corporation means the total of all taxable income from sources 
without the United States (as determined under the provisions 
of this subchapter) for all taxable years (including the year o 

distribution) for which the corporation that realized suc 

income was a foreign business corporation, reduced by the sum 
of the amounts determined under paragraph (4) for all prior 
taxable years. 

(C) Forrtan Traxes.—A corporation which makes a dis- 
tribution from reinvested Jove business income shall be 
allowed the credits provided by section 901 against the tax for 
taxes of foreign countries and possessions of the United States 
attributable to the reinvested foreign business income out of 
which the distribution is made even though such taxes may 
have been paid or accrued in a prior taxable year. 

(3) Derinirion or pisrrisuTion.—For purposes of this section, 
the term a “distribution” means— 

(A) any distribution of property by a corporation with 
respect to its stock, in which event the amount of the distribution 
shall be the fair market value of the property distributed; 

(B) any transfer of property to which section 361 applies, 
in which event the amount of the distribution shall be the fair 
market value of the property transferred; except that a transfer 
in connection with a reorganization described in subparagraphs 
(A), (2), or (F) of section 368(a) (1) shall not be a distribution, 
af the acquiring corporation is a foreign business corporation 
for the taxable year of the transfer, and in that event the acquiring 
corporation shall be deemed to have accumulated any reinvested 
foreign business income of the transferor; 

(C) any payment for acquisition of, or in reduction of 
indebtedness incurred to acquire, property situated within the 
United States, other than— 

(i) deposits with persons carrying on the banking busi- 
ness within the United States, 

(ii) obligations of the United States, 

(iit) stock or securities of other domestic corporations 
which are foreign business corporations for the taxable 
year of acquisition, or 

(iv) any property, tangible or intangible, which is 
ordinary and necessary for carrying on a trade or business, 
but only if for the taxable year of such payment 90 percent 
or more of the gross income of such trade or business is 
derwed from sources without the United States, 

in which event the amount of the distribution shall be the amount 
of such payment; 

(D) ownership of any property on the last day of the taxable 
year, if a payment for the acquisition of such property on 
that day would have been a distribution under subparagraph 
(C) of this paragraph, in which event the amount of the distri- 
bution shall be the lesser of the adjusted basis of such property 
or its fair market value at the pa of such day, reduced by the 
sum of amounts attributable to 

(i) any indebtedness, and 

(it) payments constituting distributions under subpara- 
graph C, 
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with respect to such property, unless ownership of such property 
on the last day of any prior taxable year constituted a distribu- 
tion; 

(E) in the case of the failure by a corporation to qualify 
as a foreign business corporation for two successive taxable 
years, the amount of its reinvested foreign business income, in 
which event the distribution shall be deemed to have been made 
on the last day of the second taxable year for which the corpora- 
tion failed to qualify; and 

(F’) in case of the voluntary termination by a corporation 
of its election to be taxed under this section, the amount of the 
retained foreign business income, in which event the d istribution 
shall be deemed to have been made on the last day of the taxable 
year with respect to which such election is so terminated. 

For the purposes of this paragraph, the term ‘‘property” has the 
meaning ascribed to it in section 317 (a). 

(4) INCLUDIBLE REINVESTED FOREIGN BUSINESS INCOME.— 
The amount includible in gross income under paragraph (2) shall 
be a sum which after reduction by the normal tax and surtax imposed 
with respect to all distributions made during the taxable year, equals 
the amount of the distribution determined under paragraph (3), but 
the amount includible shall in no event exceed the reinvested foreign 
business income of the distributing corporation. 

(c) In ELIGIBLE CorporaTions.—The term “‘foreign business corpo- 
ration’”’ as defined in subsection (a) does not include— 

(1) a corporation exempt from taxation under subchapter F; 

(2) a corporation organized under the China Trade Act, 1922; 

(3) a regulated investment company subject to tax under subchapter 

M of this chapter; 

(4) a personal holding company as defined in section 542; 

(5) an unincorporated business enterprise subject to tax as a cor- 
poration under section 1361; 

(6) an electing small business corporation as defined in section 
1371(b). 


* * * + * * « 


SEC. 1033. INVOLUNTARY CONVERSIONS. 

(a) GENERAL Ruue.—If property (as a result of its destruction in 
whole or in part, theft, seizure, or requisition or condemnation or 
threat or imminence thereof) is compulsorily or involuntarily con- 
verted— 

(1) CONVERSION INTO SIMILAR PROPERTY.—Into property 
similar or related in service or use to the property so converted, 
no gain shall be recognized. 

(2) CONVERSION INTO MONEY WHERE DISPOSITION OCCURRED 
PRIOR TO 1951.—Into money, and the disposition of the con- 
verted property occurred before January 1, 1951, no gain shall 
be recognized if such money is forthwith in good faith, under 
regulations prescribed by the Secretary or his delegate, expended 
in the acquisition of other property similar or related in service 
or use to the property so converted, or in the acquisition of 
control of a corporation owning such other property, or in the 
establishment of a replacement fund. If any part of the money 
is not so expended, the gain shall be recognized to the extent of 
the money which is not so expended (regardless of whether such 
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money is received in one or more taxable years and regardless 
of whether or not the money which is not so expended con- 
stitutes gain). For purposes of this paragraph and paragraph 
(3), the term “‘disposition of the converted property’ means the 
destruction, theft, seizure, requisition, or condemnation of the 
converted property, or the sale or exchange of such property 
under threat or imminence of requisition or condemnation. For 
purposes of this paragraph and paragraph (3), the term ‘‘control’”’ 
means the ownership of stock possessing at least 80 percent of 
the total combined voting power of all classes of stock entitled 
to vote and at least 80 percent of the total number of shares of 
all other classes of stock of the corporation. 

(3) CONVERSION INTO MONEY WHERE DISPOSITION OCCURRED 
AFTER 1950.—Into money or into property not similar or related 
in service or use to the converted property, and the disposition 
of the converted-property (as defined in paragraph (2)) occurred 
after December 31, 1950, the gain (if any) shall be recognized 
except to the extent hereinafter provided in this paragraph: 

(A) NoNRECOGNITION oF GAIN.—If the taxpayer during 
the period specified in subparagraph (B), for the purpose of 
replacing the property so converted, purchases other property 
similar or related in service or use to the property so con- 
verted, or purchases stock in the acquisition of control of a 
corporation owning such other property, at the election of 
the taxpayer the gain shall be recognized only to the extent 
that the amount realized upon such conversion (regardless of 
whether such amount is received in one or more taxable 
years) exceeds the cost of such other property or such stock. 
Such election shall be made at such time and in such manner 
as the Secretary or his delegate may by regulations prescribe. 
For purposes of this paragraph— 

(i) no property or stock acquired before the disposi- 
tion of the converted property shall be considered to 
have been acquired for the purpose of replacing such 
converted property unless held by the taxpayer on the 
date of such disposition; and 

(ii) the taxpayer shall be considered to have pur- 
chased property or stock only if, but for the provisions 
of subsection (c) of this section, the unadjusted basis of 
such property or stock would be its cost within the 
meaning of section 1012. 

(B) PERIOD WITHIN WHICH PROPERTY MUST BE RE- 
PLACED.—The period referred to in subparagraph (A) 
shall be the period beginning with the date of the disposi- 
tion of the converted property, or the earliest date of the 
threat or imminence of requisition or condemnation of the 
converted property, whichever is the earlier, and ending— 

(i) one year after the close of the first taxable year 
in which any part of the gain upon the conversion is 
realized, or 

(ii) subject to such terms and conditions as may be 
specified by the Secretary or his delegate, at the close 
of such later date as the Secretary or his delegate may 
designate on application by the taxpayer. Such appli- 
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cation shall be made at such time and in such manner 
as the Secretary or his delegate may by regulations 
prescribe. 

(C) Time FOR ASSESSMENT OF DEFICIENCY ATTRIBUTABLE 
TO GAIN UPON CONVERSION.—If a taxpayer has made the 
election provided in subparagraph (A), then— 

(i) the statutory period for the assessment of any 
deficiency, for any taxable year in which any part of 
the gain on such conversion is realized, attributable to 
such gain shall not expire prior to the expiration of 3 
years from the date of the Secretary or his delegate is 
notified by the taxpayer (in such manner as the Secre- 
tary or his delegate may by regulations prescribe) of 
the replacement of the converted property or of an in- 
tention not to replace, and 

(ii) such deficiency may be assessed before the ex- 
piration of such 3-year period notwithstanding the pro- 
visions of section 6212(c) or the provisions of any other 
law or rule of law which would otherwise prevent such 
assessment. 

(D) Time FOR ASSESSMENT OF OTHER DEFICIENCIES AT- 
TRIBUTABLE TO ELECTION.—If the election provided in sub- 
paragraph (A) is made by the taxpayer and such other 
property or such stock was purchased before the beginning 
of the last taxable year in which any part of the gain upon 
such conversion is realized, any deficienc y, to the extent re- 
sulting from such election, for any taxable year ending before 
such last taxable year may be assessed (notwithstanding the 
provisions of section 6212(c) or 6501 or the provisions of any 
other law or rule of law which would otherwise prevent such 
assessment) at any time before the expiration of the period 
within which a deficiency for such last taxable year may be 
assessed. 

(b) RestpENcE or TaxpayEeR.—Subsection (a) shall not apply, 
the case of property used by the taxpayer as his principal residence, 
if the destruction, theft, seizure, requisition, or condemnation of the 
residence, or the sale or exchange of such residence under threat or 
imminence thereof, occurred after December 31, 1950, and before 
January 1, 1954. 

(c) Basis or Property Acquirep THrovuen INvoLUNTARY Con- 
VERSION.—If the property was acquired, after February 28, 1913, as 
the result of a compulsory or involuntary conversion described in sub- 
section (a)(1) or (2), the basis shall be the same as in the case of the 
property so converted, decreased in the amount of any money received 
by the taxpayer which was not expended in acc ordance with the provi- 
sions of law (applicable to the year in which such conversion was 
made) determining the taxable status of the gain or loss upon such 
conversion, and increased in the amount of gain or decreased in the 
amount of loss to the taxpayer recognized upon such conversion under 
the law applicable to the year in which such conversion was made. 
This subsection shall not apply in respect of property acquired as a 
result of a compulsory or involuntary conversion of property used by 
the taxpayer as his principal residence if the destruction, theft, 
seizure, requsition, or condemnation of such residence, or the sale or 
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exchange of such residence under threat or imminence thereof, occurred 
after December 31, 1950, and before January 1, 1954. In the case of 
property purchased by the taxpayer in a transaction described in sub- 
section (a)(3) which resulted in the nonrecognition of any part of the 
gain realized as the result of a compulsory or involuntary conversion, 
the basis shall be the cost of such property decreased in the amount of 
the gain not so recognized; and if the property purchased consists of 
more than one piece of property, the basis determined under this 
sentence shall be allocated to the purchased properties in proportion 
to their respective costs. 

(d) Property Soup Pursuant To Recuamation Laws.—For pur- 
poses of this subtitle, if property lying within an irrigation project is 
sold or otherwise disposed of in order to conform to the acreage limita- 
tion provisions of Federal reclamation laws, such sale or disposition 
pa be treated as an involuntary conversion to which this section 
applies. 

(e) Livestock Drstroyep sy Disease.—For purposes of this 
subtitle, if livestock are destroyed by or on account of disease, or 
are sold or exchanged because of disease, such destruction or such 
sale or exchange shall be treated as an involuntary conversion to 
which this section applies. 

(f) Livestock Sotp on Account or Drovucut.—-For purposes of 
this subtitle, the sale or exchange of livestock (other than poultry) 
held by a taxpayer for draft, breeding, or dairy purposes in excess of 
the number the taxpayer would sell if he followed his usual business 
practices shall be treated as an involuntary conversion to which this 
section applies if such livestock are sold or exchanged by the taxpayer 
solely on account of drought. 

(g) Property or Foreign SuBSIDIARIES.— 

(1) NonrecoeniTion or aain.—In the case of a taxpayer which 
is a domestic corporation, if— 

(A) property of a foreign subsidiary in which the taxpayer 
had an insurable interest is compulsorily or involuntarily 
converted (within the meaning of subsection (a)), 

(B) the disposition of the converted property (as defined in 
subsection (a) (2)) occurred after December 31, 1958, 

(C) the taxpayer receives or accrues insurance proceeds 
attributable to such conversion, and 

(D) during the period specified in subsection (a)(3)(B)— 

(i) the taxpayer contributes (whether or not in exchange 
for stock) such proceeds to the capital of such subsidiary 
either directly or through ancther foreign subsidiary 
(within the meaning of paragraph (4)(A); and for replacing 
its property so converted, the foreign subsidiary purchases 
other property similar or related in service or use to the 
property so converted, or 

(i) the taxpayer purchases other property similar or 
related in service or use to the property so converted and 
contributes (whether or not in exchange for stock) such 
purchased property to the capital of such subsidiary, either 
directly or through another foreign subsidiary (vnthin the 
meaning of paragraph (4)(A)), 

then, at the election of the taxpayer, the gain shall be recognized 
only to the extent that the amount realized by it on the conversion 
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(regardless of whether such amount is realized in one or more 
taxable years) exceeds that portion of the cost of such other 
property which is properly attributable to the insurance proceeds 
so contributed. Such election shall be made at such time and 
in such manner as the Secretary or his delegate may by reg- 
ulations prescribe. 

(2) Basis OF TAXPAYER'S STOCK IN FOREIGN SUBSIDIARY.— 
Where the taxpayer contributes insurance proceeds or property to a 
foreign subsidiary pursuant to paragraph (1) (D), the increase 
an the basis of the stock in such subsidiary held by the taxpayer 
which would (but for this paragraph) result from such contribution 
shall be reduced by any amount of gain not recognized by reason of 
paragraph (1). 

(3) EARNINGS AND PROFITS OF FOREIGN SUBSIDIARY.—Where 
the taxpayer contributes insurance proceeds or property to a foreign 
subsidiary pursuant to paragraph (1) (D), the earnings and profits 
of such foreign subsidiary for purposes of this subtitle shall be 
deemed to be increased by any amount of gain not recognized to the 
taxpayer by reason of paragraph (1). 

(4) ForEIGN SUBSIDIARY DEFINED.—For purposes of this sub- 
section, the term “foreign subsidiary”? means only— 

(A) a foreign corporation not engaged in trade or business 
in the United States 50 percent or more of whose stock is owned 
by the taxpayer, and 

(B) a foreign corporation not engaged in trade or business 
in the United States 50 percent or more of whose stock is owned 
by a corporation which meets the requirements of subparagraph 
(A). 

(5) SpecraLt rutes.—For purposes of this subsection— 

(A) no property acquired before the disposition of the con- 
verted property (as defined in subsection (a)(2)) shall be 
considered to have been acquired for the purpose of replacing 
such converted property unless held by the foreign subsidiary 
on the date of such disposition; 

(B) the foreign subsidiary shall be considered to have pur- 
chased property only if its unadjusted basis of such property 
is its cost (within the meaning of section 1012); and 

(C) subparagraphs (C) and (D) of subsection (a)(8) shall 
apply. 

[C(g)]J (4) Conpemnation or Reat Property Herp ror Propuc- 


TIVE UsE IN TRADE OR BUSINESS OR FOR INVESTMENT.— 





(1) Spectat ruLE.—For purposes of subsection (a), if real 
property (not including stock in trade or other property held 
primarily for sale) held for productive use in trade or business 
or for investment is (as the result of its seizure, requisition, or 
condemnation, or threat or imminence thereof) compulsorily or 
involuntarily converted, property of a like kind to be held either 
for productive use in trade or business or for investment shall 
be treated as property similar or related in service or use to the 
property so converted. 

(2) LimiraTions.— 

(A) PurcHase or stock.—Paragraph (1) shall not apply 
to the purchase of stock in the acquisition of control of a 
corporation described in subsection (a)(3)(A). 
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(B) CoNVERSIONS BEFORE JANUARY 1, 1958.—Paragraph 
(1) shall apply with respect to the compulsory or involuntary 
conversion of any real property only if the disposition of the 
converted property (within the meaning of subsection (a) (2) 
occurs after December 31, 1957. 

(h) Cross RereRENCES.— 

(1) For determination of the period for which the taxpayer has held 

property involuntarily converted, see section 1223. 


(2) For treatment of gains from involuntary conversions as capital 
gains in certain cases, see section 1231(a). 


* * * * * + * 


SEC. 1492. NONTAXABLE TRANSFERS. 
The tax imposed by section 1491 shall not apply— 

(1) if the transferee is an organization exempt from income tax 
under part I of subchapter F of chapter 1 (other than an organi- 
zation described in section 401(a)); [or] 

(2) if the stock or securities transferred are “foreign business 
property”’ as defined in section 867 (c); or 

[(2)] (3) if before the transfer it has been established to the 
satisfaction of the Secretary or his delegate that such transfer is 
not in pursuance of a plan having as one of its principal purposes 
the avoidance of Federal income taxes. 

* *~ * a” * x * 


SEC. 1503. COMPUTATION AND PAYMENT OF TAX. 

(a) GENERAL Rute.—In any case in which a consolidated return is 
made or is required to be made, the tax shall be determined, computed, 
assessed, collected and adjusted in accordance with the regulations 
under section 1502 prescribed prior to the last day prescribed by law 
for the filing of such return; except that the tax imposed under section 
11(c) or section 831 shall be increased for any taxable year by 2 
percent of the consolidated taxable income of the affiliated group of 
includible corporations. For purposes of this section, the term ‘‘con- 
solidated taxable income” means the consolidated taxable income com- 
puted without regard to the deduction provided by section 242 for 
partially tax-exempt interest. 

(b) Limrration.—If the affiliated group includes one or more 
[Western Hemisphere] international trade corporations (as defined in 
section 921) or one or more regulated public utilities (as defined in 
subsection (c)), the increase of 2 percent provided in subsection (a) 
shall be applied only on the amount by which the consolidated taxable 
income of the affiliated group exceeds the portion (if any) of the con- 
solidated taxable income attributable to the [Western Hemisphere] 
international trade corporations and regulated public utilities included 
in such group. 

+ * . *~ * * * 


SEC. 1504. DEFINITIONS. 

(a) Derinition or “AFrrrILIATED Grovup’’.—As used in this chapter, 
the term “affiliated group” means one or more chains of includible 
corporations connected through stock ownership with a common 
parent corporation which is an includible corporation if— 

(1) Stock possessing at least 80 percent of the voting power 
of all classes of stock and at least 80 percent of each class of the 
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nonvoting stock of each of the includible corporations (except 
the common parent corporation) is owned directly by one or more 
of the other includible corporations; and 

(2) The common parent corporation owns directly stock pos- 
sessing at least 80 percent of the voting power of all classes of 
stock and at least 80 percent of each class of the nonvoting stock 
of at least one of the other includible corporations. 

As used in this subsection, the term ‘“‘stock” does not include nonvoting 
stock which is limited and preferred as to dividends. 

(b) DerInitIon or “INCLUDIBLE CorPoRATION”’.—As used in this 
chapter, the term “includible corporation” means any corporation 
except— 

(1) Corporations exempt from taxation under section 501. 

(2) Insurance companies subject to taxation under section 802 
or 821. 

(3) Foreign corporations. 

(4) Corporations entitled to the benefits of section 931, by 
reason of receiving a large percentage of their income from 
sources within possessions of the United States. 

(5) Corporations organized under the China Trade Act, 1922. 

(6) Regulated investment companies subject to tax under 
subchapter M of chapter 1. 

(7) Unincorporated business enterprises subject to tax as 
corporations under section 1361. 

(9) A foreign business corporation (as defined in section 951). 





V. 




















CHANGES IN EXISTING LAW MADE BY THE BILL, AS 
REPORTED 


For the information of the Members of the House, changes in 
existing law made by the bill, as reported, are shown as follows (ex- 
isting law proposed to be omitted is enclosed in black brackets, new 
matter is printed in italics, existing law in which no change is proposed 
is shown in roman): 


INTERNAL REVENUE CODE OF 1954 


Subchapter B— Computation of Taxable Income 





* * 2 e * * . 
PART II—ITEMS SPECIFICALLY INCLUDED IN GROSS 
INCOME 


Sec. 71. Alimony and separate maintenance payments. 

Sec. 72. Annuities; certain proceeds of endowment and life insur- 
ance contracts. 

Sec. 73. Services of child. 

Sec. 74. Prizes and awards. 

Sec. 75. Dealers in tax-exempt securities. 

Sec. 76. Mortgages made or obligations issued by joint-stock land 
banks. 

Sec. 77. Commodity credit loans. 

Sec. 78. Transfer of inventory to foreign business corporations and 
foreign corporations. 
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SEC. 78. TRANSFER OF INVENTORY TO FOREIGN BUSINESS COR- 
PORATIONS AND FOREIGN CORPORATIONS. 
(a) GeneraL Rotze.—lIf any person transfers property which, in his 
hands, is property described in section 1221(1)— 
(1) to acorporation for which an election is in effect under subpart 
4“ (relating to foreign business corporations) of part III of subchapter 
, or 
(2) to a foreign corporation, 
in exchange for stock or securities in such corporation or as a contribution 
to the capital of such corporation, then such person shall be treated as 
having exchanged such property for stock in such corporation having a fair 
market value equal to the fair market value of the property so transferred. 
(6b) Nonwaprrication or Section 351.—Section 351 shall not apply 
to any transfer of property described in subsection (a). 
* * * Ok * * « 


SEC. 243. DIVIDENDS RECEIVED BY CORPORATIONS. 

(a) GENERAL Rute.—T[In the case of a corporation (other than a 
small business investment company operating under the Small Busi- 
ness Investment Act of 1958)] Except as provided in subsections (6) 
and (c), in the case of a corporation there shall be allowed as a deduction 
an amount equal to 85 percent of the amount received as dividends 
(other than dividends described in paragraph (1) of section 244, 
relating to dividends on the preferred stock of a public utility) from 
a domestic corporation which is subject to taxation under this chapter. 

(b) Smatt Business Investment Companies.—In the case of a 
small business investment company operating under the Small Busi- 
ness Investment Act of 1958, there shall be allowed as a deduction 
an amount equal to 100 percent of the amount received as dividends 
(other than dividends described in paragraph (1) of section 244, 
relating to dividends on preferred stock of a public utility) from a 
domestic corporation which is subject to taxation under this chapter. 

(c) Divipenps Receivep Our or Reinvestep Forzten Income 
Accounr.—lIf— 

(1) a domestic corporation receives a dividend from another cor- 
poration out of such other corporation’s reinvested foreign imcome 
account (within the meaning of section 958), and 

(2) the recipient corporation, or another domestic corporation, 18 
in control (within the meaning of section 868(c)) of the payor 
corporation, 

then there shall be allowed as a deduction an amount equal to 100 percent 
of the amount received as a dividend. 

[(c)] (d) Speciat Ruves ror Certain Distrisutions.—For pur- 
poses of subsections (a) and (b)— 

(1) Any amount allowed as a deduction under section 591 (re- 
lating to deduction for dividends paid by mutual savings banks, 
etc.) shall not be treated as a dividend. 

(2) A dividend received from a regulated investment company 
shall be subject to the limitations prescribed in section 854, 


* 7 * * + * * 
SEC. 351. TRANSFER TO CORPORATION CONTROLLED BY TRANS- 
FEROR. 


(a) GenerAL Rute.—No gain or loss shall be recognized if property 
is transferred to a corporation by one or more persons solely in ex- 
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change for stock or securities im such corporation and immediately 
after the exchange such person or persons are in control (as defined in 
section 368 (c)) of the corporation. For purposes of this section, stock 
or securities issued for services shall not be considered as issued in 
return for property. 

(b) Recrrpr or Property.—If subsection (a) would apply to an 
exchange but for the fact that there is received, in addition to the 
stock or securities permitted to be received under subsection (a), 
other property or money, then— 

_ (1) gain (if any) to such recipient shall be recognized, but not 
in excess of— 
(A) the amount of money received, plus 
(B) the fair market value of such other property received; 
and 
(2) no loss to such recipient shall be recognized. 

(c) Specran Rute.—In determining control, ee of this 
section, the fact that any corporate transferor distributes part or all 
of the stock which it receives in the exchange to its shareholders shall 
not be taken into account. 

(d) Cross REFERENCES.— 

(1) For special rule where another party to the exchange assumes a lia- 
bility, or acquires property subject to a liability, see section 357. 

(2) For the basis of stock, securities, or property received in an \ex- 
change to which this section applies, see sections 358 and 362. 

(3) For special rule in the case of an exchange described in this 
section but which results in a gift, see section 2501 and following. 

(4) For special rule in the case of an exchange described in this section 
but which has the effect of the payment of compensation by the corpora- 
tion or by a transferor, see section 61(a) (1). 

(5) For nonapplication of this section in the case of inventory 


transferred to a foreign business corporation or a foreign corpo- 
ration, see section 78(b). 


* e * * 


SEC. 367. FOREIGN CORPORATIONS. 

(a) In Gewzrat.—In determining the extent to which gain shall 
be recognized in the case of any of the exchanges described in section 
332, 351, 354, 355, 356, or 361, a foreign corporation shall not be 
considered as a corporation unless, before such exchange, it has been 
established to the satisfaction of the Secretary or his delegate that 
such exchange is not in pursuance of a plan having as one of its 
principal purposes the avoidance of Federal income taxes. For pur- 
poses of this section, any distribution described in section 355 (or so 
much of section 356 as relates to section 355) shall be treated as an 
exchange whether or not it is an exchange. 

(6) Excerprion ror Crerrain Transrers To Foreran Business 
Corporarions.—Subsection (a) shall not apply in the case of any 
exchange referred to in subsection (a) if such exchange arises out of, or in 
connection with, a transfer (whether or not in liquidation) of substantially 
all of the properties of a foreign corporation to a foreign business cor- 
poration (as defined in section 951(a)). Inthe case of such an exchange, 
the accumulated earnings and profits, if any, of the foreign corporation 
shall be treated (except for purposes of section 951) as having been dis 
tributed immediately before the exchange or liquidation to the foreign 
business corporation as a dividend. 


* * * 
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(c) Exceprion ror Certain Transrers BY Forrten Business 
CorPoRATIONS.— 

(1) In eenERAL.—Subsection (a) shall not apply in the case of 
any exchange referred to in subsection (a) if such exchange arises out 
of, or in connection with, a transfer of foreign business property by 
a foreign business corporation (as defined in section 951(a)) to a 
foreign corporation in exchange for stock of such foreign corporation, 
af for its first taxable year beginning after such exchange such foreign 
corporation— 

(A) 1s controlled (as defined in section 368(c)) by one or 
more foreign business corporations, and 

(B) is a qualified payor corporation (as defined in section 
951(c)) with respect to each such corporation. 

(2) FoREIGN BUSINESS PROPERTY DEFINED.—For purposes of 
paragraph (1), the term “foreign business property’? means any 
property which is transferred for use, and within 6 months after the 
transfer 1s in use, by the transferee in the active conduct of a trade 
or business; except that such term does not include— 

(A) property described in section 1221(1), 
(B) stock in a domestic corporation, and 
(C) stock in a foreign corporation, unless such stock is voting 
stock in a qualified payor corporation as to the foreign business 
corporation for its last 3 taxable years ending before the exchange 
and, for its first taxable year beginning after the exchange 
(i) is a qualified payor corporation as to the foreign corporation, 
and (i) derives 50 percent or more of its gross income from 
sources without the United States from the active conduct of a 
trade or business. 
For purposes of this paragraph, stock which qualifies as property 
under subparagraph (C) shall be deemed property used in the active 
conduct of a trade or business. 
* * * « * o * 


SEC. 381. CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS. 
(a) GenERAL Rute.—In the case of the acquisition of assets of a 
corporation by another corporation— 
(1) in a distribution to such other corporation to which section 
332 (relating to liquidations of subsidiaries) applies, except in a 
case in which the basis of the assets distributed is determined 
under section 334(b)(2); or 
(2) in a transfer to which section 361 (relating to nonrecogni- 
tion of gain or loss to corporations) applies, but only if the 
transfer is in connection with a reorganization deemed in sub- 
paragraph (A), (C), (D) (but only if the requirements of sub- 
paragraphs (A) and (B) of section 354(b)(1) are met), or (F) 
of section 368(a)(1), 
the acquiring corporation shall succeed to and take into account, as of 
the close of the day of distribution or transfer, the items described in 
subsection (c) of the distributor or transferor corporation, subject to 
the conditions and limitations specified in subsections (b) and (c). 
(b) Operatinac Rutes.—Except in the case of an acquisition in 
connection with a reorganization described in subparagraph (F) of 
section 368(a)(1)— 
(1) The taxable year of the distributor or transferor corporation 
shall end on the date of distribution or transfer. 
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(2) For purposes of this section, the date of distribution or 
transfer shall be the day on which the distribution or transfer is 
completed; except that, under regulations prescribed by the 
Secretary or his delegate, the date when substantially all of the 
property has been distributed or transferred may be used if the 
distributor or transferor corporation ceases all operations, other 
than liquidating activities, after such date. 

(3) The corporation acquiring property in a distribution or 
transfer described in subsection (a) shall not be entitled to carry 
back a net operating loss for a taxable year ending after the date 
of distribution or transfer to a taxable year of the distributor or 
transferor corporation. 

(c) Irems or THE DistrRiBUTOR OR TRANSFEROR CORPORATION. — 


The items referred to in subsection (a) are: 


(1) Nev OPERATING LOSS CARRYOVERS. —The net operating loss 
carryovers determined under section 172, subject to the following 
conditions and limitations: 

* * * * * « - 


(2) EARNINGS AND PROFITS.— * * * 
* * * * * . * 


(22) SuccESSOR LIFE INSURANCE COMPANY.—If the acquiring 
corporation is a life insurance company (as defined in section 
801(a)), there shall be taken into account (to the extent proper to 
carry out the purposes of this section and part I of subchapter 
L, and under such regulations as may be prescribed by the Secre- 
tary or his delegate) the items required to be taken into account 
for purposes of part I of subchapter L (relating to life insurance 
companies) in respect of the distributor or transferor corporation. 

(23) SuccessoR FOREIGN BUSINESS CoRPORATION.—If the ac- 
quiring corporation is a foreign business corporation (as defined in 
section 951), there shall be taken into account (to the extent proper to 
carry out the purposes of this section and subpart F of part I/I of 
subchapter N, and under such regulations as may be prescribed by 
the Secretary or his delegate) the reinvested foreign income account, 
and the items related thereto (including income, war profits, and 
excess profits taxes paid or accrued to any foreign country or to any 
possession of the United States), of the distributor or transferor 
corporation. 

* * * * ok a me 


SEC. 543. PERSONAL HOLDING COMPANY INCOME. 


(a) GpneraL Ruxte.—For purposes of this subtitle, the term 


‘personal holding company income” means the portion of the gross 
income which consists of: 


(1) Drvipenps, rrc.—Dividends, interest, royalties (other than 
mineral, oil, or gas royalties), and annuities. This paragraph 
shall not apply to interest constituting rent as defined in para- 
graph (7) or to interest on amounts set aside in a reserve fund 
under section 511 or 607 of the Merchant Marine Act, 1936. 


a * * * Oo * * 
(dq) Divipenns, Erc., Recetvep sy Forrtan Business Corpo- 


RATIONS.— 





(1) In agenzerAL.—Subsection (a) (1) shall not apply to dividends, 
interest, or royalties (other than mineral, oil, or gas royalties) 
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received or accrued by a corporation which (on applying this sub- 
section) is a foreign business corporation for the taxable year 1f— 

(A) during its entire taxable year more than 50 percent in 
value of its outstanding stock is owned by a domestic parent 
corporation; 

(B) such domestic parent corporation, for its taxable year 
which ends with (or within which ends) the taxable year of the 
foreign business corporation— 

(t) ws not a personal holding company; and 

(ii) would not be a personal holding company if such 
domestic parent corporation itself had derived its propor- 
tionate share of each item of gross income derived by each 
subsidiary for the taxable year of such subsidiary which 
ends with or within the taxable year of the domestic parent 
corporation; and 

(C) the dividends, interest, and royalties referred to in 
subsection (a)(1) are received or accrued by the foreign business 
corporation from another corporation— 

(t) in which the foreign business corporation owns, 
directly or indirectly, more than 50 percent in value of the 
outstanding stock (or such lesser percentage as is the 
maximum percentage which the foreign business corpora- 
tion may own under the law applicable to it or to such 
other corporation), and 

(it) which, for its taxable year which ends with or 
within the taxable year of the foreign business corporation 
and for its two preceding taxable years (or for such part 
thereof as it was in existence), has derived 70 percent or 
more of its gross income from sources without the United 
States and from the active conduct of a trade or business. 

(2) SPECIAL RULES FOR APPLICATION OF SUBSECTION.— 

(A) For purposes of this subsection, the term “foreign 
business corporation”’ includes a corporation with respect to 
which an election under section 951 1s in effect. 

(B) For purposes of paragraph (1)(B), a corporation ts a 
subsidiary of the domestic parent corporation tf it is a domestic 
corporation and if (at any time during the subsidiary’s taxable 
year referred to in paragraph (1)(B)) the domestic parent 
corporation held more than 50 percent in value of its outstanding 
stock; and the proportionate share with respect to any item of 
gross income of such a subsidiary is that percentage which 
equals the percentage of stock ownership at that time (during 
the subsidiary’s taxable year referred to in paragraph (1)(B)) 
when such ownership by the domestic parent corporation was 
the greatest. 

(C) For purposes of paragraph (1)(C), if the trade or business 
referred to in clause (11) thereof is of the same or similar or 
related character as the trade or business conducted by the 
domestic parent corporation, the percentage in clause (t) thereof 
shall be 25 percent in lieu of 50 percent. 


a ™ ™ * * = = 
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Subchapter N—Tax Based on Income From Sources 
Within or Without the United States 


Part I. Determination of sources of income. 
Part II. Nonresident aliens and foreign corporations. 

Part III. Income from sources without the United States. 
os * 
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PART III—INCOME FROM SOURCES WITHOUT THE UNITED 
STATES 


Subpart A. Foreign tax credit. 
Subpart B. Earned income of citizens of United States. 
Subpart C. Western Hemisphere trade corporations. 
Subpart D. Possessions of the United States. 

Subpart E, China Trade Act corporations, 

Subpart F. Foreign business corporations. 









Subpart A—Foreign Tax Credit 





Sec. 901. —. of foreign countries and of possessions of United 
tates. 

Sec. 902. Credit for corporate stockholder in foreign corporation. 
Sec. 903. Credit for taxes in lieu of income, etc., taxes. 
Sec. 904. Limitation on credit. 
Sec. 905. Applicable rules. 

SEC. 901. TAXES OF FOREIGN COUNTRIES AND OF POSSESSIONS OF 
UNITED STATES. 

(a) ALLOWANCE oF CrepiT.—If the taxpayer chooses to have the 
benefits of this subpart, the tax imposed by this chapter shall, subject 
to the limitation of section 904, be credited with the amounts provided 
in the applicable paragraph of subsection (b) plus, in the case of a 
corporation, the taxes deemed to have been paid under section 902. 
Such choice may be made or changed at any time prior to the expira- 
tion of the period prescribed for making a claim for credit or refund 
of the tax against which the credit is allowable. The credit shall not 
be allowed against the tax imposed by section 531 (relating to the 
tax on accumulated earnings), against the additional tax imposed 
for the taxable year under section 1333 (relating to war loss recoveries) 
or against the personal holding company tax imposed by section 541. 

(b) AMountT ALLOwED.—Subject to the limitation of section 904, | 
the following amounts shall be allowed as the credit under subsection 
(a): | 

(1) CrT1zENS AND DOMESTIC CORPORATIONS.—Ir the case of a | 
citizen of the United States and of a domestic corporation, the 
amount of any income, war profits, and excess profits taxes paid 
or accrued during the taxable year to any foreign country or to 
any possession of the United States; and 

(2) RESIDENT OF THE UNITED STATES OR PUERTO RICO.—In the 
case of a resident of the United States and in the case of an 
individual who is a bona fide resident of Puerto Rico during the 
entire taxable year, the amount of any such taxes paid or accrued 
during the taxable year to any possession of the United States; and 

(3) ALIEN RESIDENT OF THE UNITED STATES OR PUERTO RICO.— 

In the case of an alien resident of the United States and in the 
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case of an alien individual who is a bona fide resident of Puerto 
Rico during the entire taxable year, the amount of any such 
taxes paid or accrued during the taxable year to any foreign 
country, if the foreign country of which such alien resident is a 
citizen or subject, in imposing such taxes, allows a similar credit 
to citizens of the United States residing in such country; and 
(4) PARTNERSHIPS AND ESTATES.—In the case of any individual 
described in paragraph (1), (2), or (3), who is a member of a 
artnership or a beneficiary of an estate or trust, the amount of 
is proportionate share of the taxes (described in such paragraph) 
of the partnership or the estate or trust paid or accrued during 
the taxable year to a foreign country or to any possession of the 
United States, as the case may be. 

(c) Corporations TREATED AS ForEe1GN.—For purposes of this 
subpart, the following corporations shall be ender as foreign cor- 
porations: ; 

(1) a corporation entitled to the benefits of section 931, by 
reason of receiving a large percentage of its gross income from 
sources within a possession of the United States; and 

(2) a corporation organized under the China Trade Act, 1922 

(15 U.S.C., chapter 4), and entitled to the deduction provided in 

section 941. 

(d) Cross REFERENCE.— 

(1) For deductions of income, war profits, and excess profits taxes 


paid to a foreign country or a possession of the United States, see section 
164. 


(2) For right of each partner to make election under this section, see 
section 703(b). 
(3) For right of estate or trust to the credit for taxes imposed by foreign 
countries and possessions of the United States under this section, see 
section 642(a) (2). 
(4) For special rules relating to foreign business corporations, 
see section 955. 
SEC. 902. CREDIT FOR CORPORATE STOCKHOLDER IN FOREIGN 
CORPORATION. 

(a) TREATMENT OF Taxes Parp By ForerGn CorporaTion.—For 
purposes of this subpart, a domestic corporation which owns at least 
10 percent of the voting stock of a foreign corporation from which it 
receives dividends in any taxable year shall be deemed to have paid 
the same proportion of any income, war profits, or excess profits 
taxes paid or deemed to be paid by such foreign corporation to any 
foreign country or to any possession of the United States, on or wit 
respect to the accumulated profits of such foreign corporation from 
which such dividends were paid, which the amount of such dividends 
bears to the amount of such accumulated profits. 

(b) Foreign Sussip1Ary oF ForreigN Corporation.—If such 
foreign corporation owns 50 percent or more of the voting stock of 
another foreign corporation from which it receives dividends in any 
taxable year, it shall be deemed to have paid the same proportion of 
any income, war profits, or excess profits taxes paid by such ot)er 
foreign corporation to any foreign country or to any possession of the 
United States, on or with respect to the accumulated profits of the 
corporation from which such dividends were paid, which the amount 
of such dividends bears to the amount of such accumulated profits. 











64 TAX DEFERRAL FOR FOREIGN BUSINESS CORPORATIONS 


(c) AppLIcABLE RuLEes.— 
(1) The term “accumulated profits”, when used in this section 
in reference to a foreign corporation, means the amount of its 
gains, profits, or income in excess of the income, war profits, 
and excess profits taxes imposed on or with respect to such profits 
or income; and the Secretary or his delegate shall have full power 
to determine from the accumulated profits of what year or years 
such dividends were paid, treating dividends paid in the first 60 
days of any year as having been paid from the accumulated 
profits of the preceding year or years (unless to his satisfaction 
shown otherwise), and in other respects treating dividends as 
having been paid from the most recently accumulated gains, 
profits, or earnings. 

(2) In the case of a foreign corporation, the income, war profits, 
and excess profits taxes of which are determined on the basis of 
an accounting period of less than 1 year, the word “year” as 
used “ this subsection shall be construed to mean such accounting 
period. 

(d) Spectra Rutes ror Certain WHOLLY-OwNneED Foreign Cor- 
PORATIONS.—For purposes of this subtitle, if— 

(1) a domestic corporation owns, directly or indirectly, 100 
percent of all classes of outstanding stock of a foreign corporation 
engaged in manufacturing, production, or mining, 

(2) such domestic corporation receives property in the form of 
a royalty or compensation from such foreign corporation pur- 
suant to any form of contractual arrangement under which the 
domestic corporation agrees to furnish services or property in 
consideration for the property so received, and 

(3) such contractual arrangement provides that the property 
so received by such domestic corporation shall be accepted by such 
domestic corporation in lieu of dividends and that such foreign 
corporation shall neither declare nor pay any dividends of any 
kind in any calendar year in which such property is paid to such 
domestic corporation by such foreign corporation, 

then the excess of the fair market value of such property so received 
by such domestic corporation over the cost to such domestic corpora- 
tion of the property and services so furnished by such domestic cor- 
poration shall be treated as a distribution by such foreign corporation 
to such domestic corporation, and for purposes of section 301, the 
amount of such distribution shall be such excess, in lieu of any amount 
otherwise determined under section 301 without regard to this sub- 
section; and the basis of such property so received by such domestic 
corporation shall be the fair market value of such property, in lieu of 
the basis otherwise determined under section 301(d) without regard to 
this subsection. 

SEC, 903. CREDIT FOR TAXES IN LIEU OF INCOME, ETC., TAXES. 

For purposes of this [subpart and of section 164(b)] subpart, sub- 
part F, and section 164(b), the term “income, war profits, and excess 
profits taxes” shall include a tax paid in lieu of a tax on income, war 
profits, or excess profits otherwise generally imposed by any foreign 
country or by any possession of the United States. 

SEC. 904, LIMITATION ON CREDIT. 

(a) Limitation.—The amount of the credit in respect of the tax 

paid or accrued to any country shall not exceed the same proportion of 
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the tax against which such credit is taken which the taxpayer’s taxable 
income from sources within such country (but not in excess of the tax- 
payer’s entire taxable income) bears to his entire taxable income for 
the same taxable year. 

(b) TaxaBLe INcoME For Purpose or Computine LimiTaTion.— 
For purposes of computing the limitation under subsection (a), the 
taxable income in the case of an individual, estate, or trust shall be 
computed without any deduction for personal exemptions under sec- 
tion 151 or 642(b). 

(c) CARRYBACK AND Carryover oF Excess Tax Pam.—Any 
amount by which any such tax paid or accrued to any foreign country 
or possession of the United States for any taxable year beginning after 
December 31, 1957, for which the taxpayer chooses to have the bene- 
fits of this subpart exceeds the limitation under subsection (a) shall be 
deemed tax paid or accrued to such foreign country or possession of the 
United States in the second preceding taxable year, in the first pre- 
ceding taxable year, and in the first, second, third, fourth, or fifth 
succeeding taxable years, in that order and to the extent not deemed 
tax paid or accrued in a prior taxable year, in the amount by which 
the limitation under subsection (a) for such preceding or succeeding 
taxable year exceeds the sum of the tax paid or accrued to such foreign 
country or possession for such preceding or succeeding taxable year 
and the amount of the tax for any taxable year earlier than the current 
taxable year which shall be deemed to have been paid or accrued in 
such preceding or subsequent taxable year (whether or not the tax- 
payer chooses to have the benefits of this subpart with respect to such 
earlier taxable year). Such amount deemed paid or accrued in any 
year may be availed of only as a tax credit and not as a deduction and 
only if taxpayer for such year chooses to have the benefits of this 
subpart as to taxes paid or accrued for that year to foreign countries 
or possessions. For purposes of this subsection, the terms “second 
preceding taxable year” and “first preceding taxable year” do not 
include any taxable year beginning before January 1, 1958. 

SEC. 905. APPLICABLE RULES. 

(a) Year in Wuicn Crepit Taxen.—The credits provided in this 
subpart may, at the option of the taxpayer and irrespective of the 
method of accounting employed in keeping his books, be taken in the 

ear in which the taxes of the foreign country or the possession of the 

nited States accrued, subject, however, to the conditions prescribed 
in subsection (c). If the taxpayer elects to take such credits in the 
year in which the taxes of the foreign country or the possession of the 
United States accrued, the credits for all subsequent years shall be 
taken on the same basis, and no portion of any such taxes shall be 
allowed as a deduction in the same or any succeeding year. 

(b) Proor or Crepirs.—The credits provided in this subpart shall 
be allowed only if the taxpayer establishes to the satisfaction of the 
Secretary or his delegate— 

(1) the total amount of income derived from sources without 
the United States, determined as provided in part I, 
(2) the amount of income derived from each country, the tax 
paid or accrued to which is claimed as a credit under this sub- 
art, such amount to be determined under regulations prescribed 
y the Secretary or his delegate, and 
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(3) all other information necessary for the verification and 
computation of such credits. 

For purposes of this subpart, the recipient of a royalty or other amount 
paid or accrued as consideration for the use of, or for the privilege of 
using, copyrights, patents, designs, secret processes and formulas, 
trademarks, and other like property, and derived from sources within 
the United Kingdom of Great Britain and Northern Ireland, sball be 
deemed to have paid or accrued any income, war-profits and excess- 
profits taxes paid or accrued to the United Kingdom with respect to 
such royalty or other amount (including the amount by which the 
payor’s United Kingdom tax was increased by inability to deduct 
such royalty or other amount) if such recipient elects to include in its 
gross income the amount of such United Kingdom tax. 

(c) ADJUSTMENTS ON PayMENT oF AccruUED Taxes.—If accrued 
taxes when paid differ from the amounts claimed as credits by the tax- 
payer, or if any tax paid is refunded in whole or in part, the taxpayer 
shall notify the Secretary or his delegate, who shall redetermine the 
amount of the tax for the year or years affected. The amount of tax 
due on such redetermination, if any, shall be paid by the taxpayer on 
notice and demand by the Secretary or his delegate, or the amount of 
tax overpaid, if any, shall be credited or Beran to the taxpayer in 
accordance with subchapter B of chapter 66 (sec. 6511 and following). 
In the case of such a tax accrued but not paid, the Secretary or his 
delegate, as a condition precedent to the allowance of this credit, may 
require the taxpayer to give a bond, with sureties satisfactory to and 
to be approved by the Secretary or his delegate, in such sum as the 
Secretary or his delegate may require, conditioned on the payment by 
the taxpayer of any amount of tax found due on any such redetermi- 
nation; and the bond herein prescribed shall contain such further con- 
ditions as the Secretary or his delegate may require. In such redeter- 
mination by the Secretary or his delegate of the amount of tax due 
from the taxpayer for the year or years affected by a refund, the 
amount of the taxes refunded for which credit has been allowed under 
this section shall be reduced by the amount of any tax described in 
section 901 imposed by the foreign country or possession of the United 
States with respect to such refund; but no credit under this subpart, 
and no deduction under section 164 (relating to deduction for taxes) 
shall be allowed for any taxable year with respect to such tax imposed 
on the refund. No interest shall be assessed or collected on any 
amount of tax due on any redetermination by the Secretary or his 
delegate, resulting from a refund to the taxpayer, for any period before 
the receipt of such refund, except to the extent interest was paid by 
the foreign country or possession of the United States on such refund 
for such period. 

+ ~ ad * ad 
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Subpart F—Foreign Business Corporations 


Sec. 951. Definition of foreign business corporation. 

Sec. 952. Gross, taxable, and reinvested foreign income of foreign 
business corporations. 

Sec. 953. Reinvested foreign income account. 

Sec. 954. Distributions, etc., from reinvested foreign income account. 

Sec. 955. Foreign tazes. 

Sec. 956. Special rules. 

Sec. 957. Elected foreign branches of banks taxed as foreign business 
corporations. 


SEC. 951.*DEFINITION OF FOREIGN BUSINESS CORPORATION. 

(a) Forzian Business Corporation Derinev.—For purposes of 
this title, the term ‘“‘foreign business corporation’? means a domestic 
corporation which has elected the treatment provided by this subpart and 
which for the taxable year satisfies each of the following requirements: 

(1) It derives 90 percent or more of its gross income from sources 
without the United States. 

(2) It derives 90 percent or more of its gross income from— 

(A) the active conduct of a trade or business, 

(B) dividends from a qualified payor corporation (as defined 
in subsection (c)) which are out of earnings and profits of any 
taxable year for which such corporation was a qualified payor 
corporation (or would have been such a corporation but for the 
10 percent stock ownership requirement of subsection (c)(1)(A)), 

(C) income (other than dividends) from a qualified payor 
corporation, and 

(D) compensation (other than compensation to which sub- 
paragraph (A) or (C) applies)— 

(i) for the rendition, without the United States, of 
technical, managerial, engineering, construction, scientific, 
or like services; and 

(ii) for the use of, or for the privilege of using, without 
the United States, patents, copyrights, secret processes and 
formulas, good will, trademarks, trade brands, franchises, 
and other like properties (but this clause shall apply only 
to the extent that the compensation described in this clause 
does not exceed 25 percent of the corporation’s gross 
income). 

(3) It derives not more than 10 percent of its gross income from 
the sale of articles which are sold by it for ultimate use, consumption, 
or disposition in the United States. 

(4) It is not an ineligible corporation (as defined in subsection (d)). 

(5) It furnishes for the taxable year, and for prior taxable years 
affecting (or affected by) an election under this subpart, such ivnfor- 
mation with respect to such corporation as the Secretary or his 
delegate has prescribed by forms or regulations as necessary to carry 
out the provisions of the income tax laws. 

(b) Execrion.— 

(1) In eenerat.—An election under this subpart may be made 
for any taxable year to which this subpart applies and for which 
(after making the election) the tarpayer is a foreign business corpora- 
tion. An election, once effective, shall continue in effect for all 
subsequent taxable years of the corporation making the election up 
to and including— 
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(A) the taxable year for which the election is revoked by the 
filing of a notice of revocation, or 
(B) the taxable year for which the election is terminated by 
reason of the fact that (i) such corporation was not a foreign 
business corporation for both such taxable year and the preceding 
taxable year, or (it) such taxable year is the last taxable year of 
the corporation. 

(2) WHEN ELECTION MUST BE MADE, ETC.—An election under 
this subpart may be made by a corporation for any taxable year at 
any time during the first month of such taxable year or at any time 
during the month preceding such first month. Such electron shall be 
made in such manner as the Secretary or his delegate shall by regu- 
lations prescribe. 

(3) Norice or revocarion.—A notice of revocation (with respect 
to any taxable year) of an election under this subpart may be made 
only in such manner, and before such time, as the Secretary or his 
delegate shall by regulations prescribe. 

(c) Quatir1ep Payor Corporarion Derinepd.— 

(1) In aeneraL.—For purposes of this subpart, a domestic or 
foreign corporation shall be treated, with respect to another corpora- 
tion, as a qualified payor corporation for any of its taxable years 
(including taxable years beginning before January 1, 1961) with 
respect to which— 

(A) at least 10 percent of its voting stock is owned by such 
other corporation, 
(B) it satisfies the requirements described in paragraphs (1), 
(2), (3), and (4) of subsection (a), and 
(C) wt derives 50 percent or more of its gross income from 
sources without the United States from the active conduct of a 
trade or business. 
For purposes of determining the tax of the taxpayer, no corporation 
shall be treated as a qualified payor corporation, with respect to the 
taxpayer or any other corporation, unless the taxpayer furnishes such 
information with respect to such corporation as the Secretary or his 
delegate has prescribed by forms or regulations as necessary to carry 
out the provisions of this subpart. 

(2) DisquaLIFICATION FOR INSUFFICIENT FOREIGN INVEST- 
MENT AND PAYROLL.—A corporation shall not be a qualified payor 
corporation for any taxable year if, on determining a percentage 
under section 954(b6) with respect to such corporation (whether or 
not such corporation is a foreign business corporation), such per- 
centage exceeds 20 percent. For purposes of the preceding sentence, 
a corporation shall be treated as engaged in only one trade or business. 

(3) OrweR speciaAL ruLES.—For purposes of determining under 
paragraph (1) of this subsection whether a corporation is a qualified 
payor corporation— 

(A) income from another corporation shall be treated as 

from a qualified payor corporation if such other corporation 

satisfies the requirements of paragraph (1) (without regard to 
subparagraph (C) thereof), and 

(B) a foreign corporation shall be treated as an ineligible 
corporation if ut is a foreign personal holding company. 
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(d) Inexiarste Corrorarion.—For purposes of subsection (a)(4), 
each of the following (as determined without regard to this subpart) 1s an 
ineligible corporation: 

(1) A corporation exempt from taxation under subchapter F. 

(2) A corporation organized under the China Trade Act, 1922. 

(3) A regulated investment company subject to tax under sub- 
chapter M. 

(4) A personal holding company (as defined in section 542). 

(5) A life insurance company (as defined in section 801). 

(6) An unincorporated business enterprise subject to tax as a 
corporation under section 1361. 

(7) An electing small business corporation (as defined in section 
1371(b)). 

SEC. 952. GROSS, TAXABLE, AND REINVESTED FOREIGN INCOME 

OF FOREIGN BUSINESS CORPORATIONS 

(a) Gross Income aND Taxasie Income or Foreren Business 
CorporaTion.—For purposes of this title (other than section 170, relat- 
ing to charitable contributions or gifts, subchapter G of this chapter, 
relating to corporations used to avoid income taz on shareholders, subpart 
C of this part, relating to Western Hemisphere trade corporations, and 
section 951)— 

(1) The gross income of a foreign business corporation shall be 
the sum of— 

(A) the gross income from sources within the United States, 
and 

(B) the amount (which shall be treated as an item of income 
derived from sources without the United States during the 
taxable year) subtracted from its reinvested foreign income 
account for the taxable year, as determined under section 958. 

(2) The taxable income of a foreign business corporation shall be 
the amount determined under paragraph (1), minus the sum of the 
deductions allowed by this chapter to the extent deductible under 
part I of this subchapter (relating to determination of sources of 
income), as modified by this subpart, in determining taxable income 
from sources within the United States. 

(b) RemnvesteD Foreran Income Derinrv.— 

(1) In genzeraLt.—For purposes of this subpart, the term “rein- 
vested foreign income” means the taxable income from sources with- 
out the United States (as determined under part I of this subchapter, 
with the modifications provided by this subpart). 

(2) Specray rotes.—In determining the reinvested foreign income 
for any taxable year— 

(A) No deduction shall be allowed for income, war profits, 
and excess profits taxes paid or accrued to any foreign country 
or to any possession of the United States. 

(B) There shall be included, as an item of income derived 
from sources without the United States during the taxable year, 
an amount equal to the taxes which (on applying section 956 (c)) 
are deemed paid under section 902. 

(C) If the net long-term capital gain from sources without 
the United States exceeds the net short-term capital loss from 
such sources, then the reinvested foreign income for such taxable 
year shall be the sum of— 
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(i) the reinvested foreign income (computed without 
regard to this subparagraph) reduced (but not below zero) 
by the amount of such excess, and 

(it) the amount ascertained by multiplying the amount 
of such excess by the percentage obtained by subtracting 
from 100 percent the sum of the normal and surtax rates 
applicable to such taxable year. 

This subparagraph shall apply only if the amount of reinvested 
foreign income determined under this subparagraph 1s less than 
the amount determined without regard to this saileutaate ph. 


SEC. 953. REINVESTED FOREIGN INCOME ACCOUNT. 


(a) In Generat.—Each corporation making an election under this 
subpart shall, for purposes of this subpart, establish and maintain a 
reinvested foreign income account. The amount in such account as of the 
first day of the first taxable year to which the election applies shall be zero, 

(b) Appirions To Account.—The amount added to the reinvested 
foreign income account for any taxable year for which the corporation 
is a foreign business corporation shall be an amount equal to the rein- 
vested foreign income for such taxable year. 

(c) Susrracrions From Account.— 

(1) OrpeER or suBTRACTION.—Any amount subtracted from the 
reinvested foreign income account of a corporation for any taxable 
year shall be treated as made first out of the addition to such account 
for such year, to the extent thereof, and thereafter out of the most 
recently added amounts which have not previously been subtracted. 

(2) Amounr or susrRACTION.—Except as provided in paragraph 
(3), the amount of the subtraction from the reinvested foreign income 
account of a corporation for any taxable year shall be the sum of— 

(A) the amount which is treated under this subpart as dis- 
tributed from such account for such year, plus 
(B) whichever of the following amounts is the larger: 
(t) the amount by which the tax imposed by this chapter 
for the taxable year is increased by section 952(a)(1)(B) or 
956(b), or 
(it) the ratable portion of the income, war profits, and 
excess profits taxes paid or accrued to foreign countries and 
possessions of the United States during the taxable year of 
the addition out of which the subtraction is made. 
If a subtraction from the reinvested foreign income account for any 
taxable year is out of more than one addition to such account, sub- 
paragraph (B) shall be applied separately with respect to each tax- 
able year of addition out of which the subtraction is made. 

(3) ENTIRE AMOUNT SUBTRACTED IN CASE OF REVOCATION OR 
TERMINATION.—Except as provided in section 381(c)(23), if an 
election under this subpart is revoked or terminated, the entire amount 
in the reinvested foreign income account shall be subtracted from the 
account for the last taxable year for which such election was in effect. 

(4) AccounT NOT TO BE REDUCED BELOW zZERO.—Amounts 
subtracted under this subsection shall not reduce the reinvested foreign 
income account below zero. 
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SEC. 954. DISTRIBUTIONS, ETC., FROM REINVESTED FOREIGN 

INCOME ACCOUNT. 

(a) GeneraL Rure.—For purposes of this subpart, the amount of 
any distribution to shareholders shall be treated as made out of the rein- 
vested foreign income account. For purposes of this subsection— 

(1) the term ‘‘distribution” includes any distribution in redemp- 
tion of stock or in partial or complete liquidation of the corporation, 
but does not include any distribution made by the corporation in its 
stock or in rights to acquire its stock; and 

(2) the amount of any distribution shall be the fair market value of 
the property distributed. 

(b) Disrripurion By Reason or Unirep Srares INVESTMENT 
AND PayROLL.— 

(1) In eenzerAL.—Under regulations prescribed by the Secre- 
tary or his delegate, there shall be treated as distributed to shareholders 
jor the taxable year, out of the reinvested foreign income account, 
one-half of the amount determined by multiplying the portion of the 
reinvested foreign income for the taxable year which is attributable to 
the active conduct of a trade or business by the percentage determined 
by dividing— 

(A) the sum of (i) the adjusted basis of the taxpayer’s prop- 
erty within the United States, and (ii) an amount 2 times the 
amount paid or accrued during the taxable year for labor and per- 
sonal services performed within the United States, by 

(B) the sum of (i) the adjusted basis of the taxpayer’s prop- 
erty wherever located, and (v1) an amount 2 times the amount 
paid or accrued during the taxable year for all labor and personal 
services. 

For do pons of the preceding sentence, only real property and tangible 
personal property (other than property described in section 1221(1)), 
and labor and personal services, which are ordinary and necessary 
for carrying on the trade or business shall be taken into account. In 
the case of a taxpayer engaged in two or more separate and distinct 
trades or businesses, separate computations shall be made under this 
subsection with respect to each such trade or business. 

(2) PARAGRAPH (1) INAPPLICABLE WHERE PERCENTAGE IS LESS 
THAN 10 PERCENT.—If the percentage determined under paragraph 
(1) with respect to any trade or business for any taxable year 1s less 
than 10 percent, paragraph (1) shall not apply to such trade or busi- 
ness for such taxable year. 

(c) Hotpine or Prourpirep Property Trearep as Disreisu- 
TION.— 

(1) Properry HELD BY FOREIGN BUSINESS CORPORATION.—If 
the taxpayer holds prohibited property at any time during the 
taxable year, it shall be treated as having made a distribution to 
shareholders out of its reinvested foreign income account for such 
taxable year. 

(2) PRoPERTY HELD BY CERTAIN OTHER CORPORATIONS.—If the 
taxpayer owns (directly or through one or more other corporations) 
10 percent or more of the voting stock of another corporation, it shall 
be treated for purposes of paragraph (1) as holding a corresponding 

vercentage of the property held by such other corporation which would 
be prohibited property vf such other corporation were a foreign business 
corporation. 
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(3) AMOUNT OF DISTRIBUTION.— 

(A) MaxIMUM AMOUNT TO BE TAKEN INTO ACCOUNT.— 
This subsection shall be applied, with respect to the taxpayer, at 
that time during its taxable year when it results in the maximum 
amount of prohibited property. 

(B) AMOUNT TAKEN INTO ACCOUNT WITH RESPECT TO PAR- 
TICULAR PROPERTIES.—For purposes of this subsection, the 
amount taken into account with respect to any preperty shall be 
the adjusted basis of such property, reduced by the sum of — 

(i) any liability to which such property is subject, and 

(it) the aggregate amount treated as distributions for 
prior taxable years by reason of such corporation’s holding 
such property. 

For purposes of clause (ii), a distribution for a prior taxable 
year shall be treated as attributable first to the properties con- 
stituting prohibited property which were held at the close of such 
taxable year. 

(4) PROHIBITED PROPERTY DEFINED.— 

(A) In @eneraL.—For purposes of this subsection, the 
term “prohibited property’? means any property other than— 

(t) tangible or intangible property which is ordinary 
and necessary for carrying on a trade or business of the 
taxpayer (but only if for the taxable year or for the pre- 
ceding taxable year 90 percent or more of the gross income 
of such trade or business is derived from sources without 
the United States), 

(iz) securities of another corporation which is a qualified 
payor corporation (or a corporation, at least 10 percent 
of the voting stock of which is owned by the taxpayer, with 
respect to which an election under this subpart is in effect) 
for its taxable year ending with or within the taxpayer’s 
taxable year or for the immediately preceding taxable year 
of such other corporation, 

(iit) obligations of foreign governments, but only to the 
extent that the aggregate adjusted basis of all such obliga- 
tions does not exceed 15 percent of the taxpayer’s earnings 
and profits accumulated after December 31, 1960 (deter- 
mined as of the beginning of the taxable year), 

(iv) obligations of the United States, money, and deposits 
with persons carrying on the banking business, and 

(v) any loan to which subsection (d) applies. 

(B) Securiry perinev.—For purposes of subparagraph 
(A), the term “‘security’’ means any share of stock in any cor- 
kee certificate of stock or interest in any corporation, note, 

ond, debenture, or evidence of indebtedness, or any evidence of 
an interest in or right to subscribe to or purchase any of the 
foregoing. 
(5) SPECIAL RULES FOR APPLICATION OF PARAGRAPH (2).— 

(A) No ATTRIBUTION THROUGH A FOREIGN BUSINESS CORPO- 
rATION.—Paragraph (2) shall not apply to— 

(1) stock held in a corporation with respect to which an 
election under this subpart is in effect, and 

(ii) stock and other property which (but for this clause) 
would be treated as held by the taxpayer solely by reason 
of holding stock described in clause (i). 











TAX DEFERRAL FOR FOREIGN BUSINESS CORPORATIONS 73 


(B) No DUPLICATION IN ATTRIBUTION THROUGH ANOTHER 
corpoRATiIon.—If (but for this subparagraph) any corporation 
would be treated under paragraph (2) as holding prohibited 
property by reason of— 

(i) stock in another corporation, and 
(ii) stock or other property held by such other corpora 
tion, 
there shall be taken into account under such paragraph only 
the amount determined with respect to clause (1) or clause (it), 
whichever is the greater. 

(C) FaIR MARKET VALUE TAKEN INTO ACCOUNT WHERE 
INFORMATION IS NOT FURNISHED.—For purposes of this sub- 
section, the amount taken into account for any taxable year by 
the taxpayer with respect to any other corporation described in 
paragraph (2) shall be the fair market value of its direct or 
indirect stock holdings in such corporation, unless the taxpayer 
furnishes such information with respect to such corporation as 
the Secretary or his delegate has prescribed by forms or regula- 
tions as necessary to carry out the provisions of this subpart. 

(dq) Treatment or Certain Loans.— 

(1) In GeneraL.—For purposes of this subpart, if any corpo- 
ration makes a loan to another corporation which owns (directly or 
through one or more other corporations) 10 percent or more of the 
voting stock of the lending corporation, then— 

(A) If the lending corporation is a foreign business cor- 
poration (or a corporation with respect to which an election 
under this subpart vs in effect), it shall be treated as having made 
a distribution to shareholders, in an amount equal to the loan, 
out of its reinvested foreign income account for such taxable 
ear. 

(B) If the borrowing corporation is a foreign business cor- 
poration, an amount equal to the loan shall be treated, for pur- 
poses of determining reinvested foreign income, as an item of 
gross income received at the time the loan was received. 

For purposes of applying this paragraph, each corporation in a 
chain of ownership (other than the lending and the borrowing cor- 
porations) shall be treated as having received, and in turn distributed, 
an amount equal to such loan. 

(2) OursTANDING LOANS WHICH HAVE NOT BEEN TREATED AS 
pistripuTions.—If any loan described in paragraph (1) remains 
outstanding in any taxable year of the lending corporation after the 
taxable year in which made, such loan shall be treated (for purposes 
of paragraph (1)) as made in such succeeding taxable year wn an 
amount equal to the amount so outstanding, but the amount taken 
into account with respect to any corporation shall be reduced by the 
amount treated as distributions by such corporation for prior taxable 
years by reason of such loan. 

(3) CERTAIN OPEN ACCOUNTS AND OTHER COMMERCIAL LOANS 
ExcEPTED.—This subsection shall not apply in the case of any 
loan arising in connection with the sale of property, of the amount 
of such loan outstanding at no time during the taxable year exceeds 
the amount which would be ordinary and necessary to carry on the 
trade or business of both the lending corporation and the borrowing 
corporation had the sale been made between unrelated corporations. 
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(e) Limirarion on Amount TreatepD as Disrrisurev By Reason 
or Proureirep Properry anv Loans.—The amount treated as dis- 
tributed under subsections (c) and (d) for any taxable year shall not 
exceed the amount of a distribution to shareholders which (after the appli- 
cation of subsections (a) and (b)) would reduce the amount in the rein- 
vested foreign income account to zero. 

SEC. 955. FOREIGN TAXES. 

(a) Year Foretan Taxes Taxen Into Accounr.— 

(1) In @eneraL.—For purposes of this chapter (other than this 
subpart)— 

(A) any income, war profits, and excess profits taxes paid 
or accrued during any taxable year to any foreign country or 
to any possession of the United States by a foreign business 
corporation shall not (except as otherwise provided by this sub- 
section) be taken into account for such taxable year, and 

(B) where an amount is subtracted from the reinvested foreign 
income account of any corporation, a ratable portion of such 
taxes paid or accrued to foreign countries and possessions of 
the United States during the taxable year of the addition out of 
which the subtraction is made shall, for purposes of subpart A 
and section 164, be treated as paid or accrued during the taxable 
year for which the subtraction is made. 

(2) YEAR FOR WHICH NO REINVESTED FOREIGN INCOME.—FPara- 
graph (1)(A) shall not apply to a foreign business corporation for 
any taxable year for which no amount is added to the reinvested 
foreign income account. 

(6) Forrien Tax Crepvir—Overatt Limir To Appty.—In the 
case of a corporation to which an election under this subpart applies— 

(1) section 904(a) shall not apply, 

(2) the total amount of the credit in respect of taxes paid or accrued 
to all countries and possessions shall not exceed the same proportion 
of the tax against which such credit is taken which the tarpayer’s 
taxable income from sources without the United States (but not in 
excess of the taxpayer’s entire taxable income) bears to its entire 
taxable income for the same taxable year, and 

(3) the reference in section 904(c) to subsection (a) of section 904 
Shall be treated as a reference to paragraph (2) of this subsection. 

In applying section 904(c), no amount paid or accrued for a taxable year 
to which an election under this subpart applied shall (except for purposes 
of determining the number of taxable years which have elapsed) be deemed 
paid or accrued under section 904(c) in any year for which an election 
under this subpart does not apply. 

(c) Treatment or Deremev Taxes.—For purposes of this sub- 
part— 

(1) In generat.—If any amount is added to the reinvested for- 
eign income account of any foreign business corporation for any 
taxable year, the amount of taxes deemed paid by such corporation 
for such taxable year under section 902 (relating to dividends received 
from certain foreign corporations), by reason of taxes paid (or deemed 
paid) by any foreign corporation, shall be determined without 
reduction by reason of the ratio which the accumulated profits of the 
payor foreign corporation bear to its total profits. 

(2) ForREIGN TAXES INCLUDE DEEMED TAXES.—Any reference 
to income, war profits, and excess profits taxes paid or accrued to any 
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foreign country or to any possession of the United States shall = 
treated as including such taxes deemed paid under section 902, 
modified by paragraph (1) of this subsection. 


SEC. 956. SPECIAL RULES. 


(a) Svurrax Exemprions.—In the case of a corporation to which an 
election under this subpart applies, the surtax under section 11(c) for the 
taxable year shall be determined by substituting for ‘exceeds $25,000” 
the following: “exceeds $25,000 (or, if smaller, the taxable income com- 
puted without regard to the amount subtracted ‘from the taxrpayer’s rein- 
vested foreign income account)’. 

(b) Gross Income For Taxaste Year For Wutcn Corporation 
Is Nor A Forrian Business Corporarion.—For purposes of this title 
(other than section 170, relating to charitable contributions or gifts, 
subchapter G of this chapter, relating to corporations used to avoid 
income tax on shareholders, subpart C of this part, relating to Western 
Hemisphere trade corporations, and section 951), if an election under this 
subpart is in effect with respect to any corporation for any taxable year for 
which such corporation is not a foreign business corporation, the gross 
income of such corporation shall include (as an item of income derived 
from sources without the United States during the taxable year) the amount 
subtracted from its reinvested foreign income account for the taxable year. 

(c) AppiticaTion or Sections 172 anv 1212.— 

(1) ComPuTATION OF REINVESTED FOREIGN INCOME.—In com- 
puting reinvested foreign income for any taxable year— 

(A) no net operating loss carryover or carryback, and 

(B) no capital loss carryover, 

shall be allowed from a taxable year for which the corporation was 
not a foreign business corporation. 
(2) LimirATION ON YEARS TO WHICH FOREIGN SOURCE LOSSES 
MAY BE CARRIED.—I’xcept as provided in paragraph (3)— 
(A) no net operating loss carryover or carryback, and 
(B) no capital loss carryover, 
which is from a taxable year for which the corporation was a foreign 
business corporation, and which is attributable to sources without 
the United States, shall be allowed for any taxable year for which 
the corporation is not a foreign business corporation. 
(3) ADJUSTMENT IN CARRYOVERS ON REVOCATION OR TERMINA- 
TION OF ELECTION.—If an election under this subpart is revoked or 
terminated for any taxable year, then— 

(A) the net operating loss carryover from any taxable year 
for which the corporation was a foreign business corporation 
(hereinafter in this subparagraph referred to as “‘loss year’’) to 
taxable years succeeding the last taxable year for which the elec- 
tion was in effect shall include the net operating loss carryover 
(reduced as provided by section 172(b)) from the loss year from 
sources without the United States, and 

(B) in determining the short-term capital loss provided by 
section 1212 for taxable years succeeding the last taxable year 
for which the election was in effect, a rule similar to the rule 
provided by subparagraph (A) shall be applied. 

(d) Limirarion on InrormaTion Reoquirep To Be Furnisned.— 
No information shall be required to be furnished with respect to any cor- 
poration under section 951(a)(5), 951(c) (1), or 954(c)(5)(C), for any of 
its taxable years beginning after December 31, 1960, unless such informa- 
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tion is of a character which was required to be furnished under the forms 
or regulations in effect on the first day of such taxable year. 


SEC. 957. ELECTED FOREIGN BRANCHES OF BANKS TAXED AS 
FOREIGN BUSINESS CORPORATIONS. 

(a) Genzrat Rotre.—Subject to the qualifications in subsection (b), 
an election may be made by a bank (as defined in section 581) which 
during the aati year operates a branch in a foreign country, permitting 
such branch to be subject to taxation as a foreign business corporation for 
such year and subsequent years as provided in subsection (e). Such elec- 
tion shall be made in accordance with regulations prescribed by the Secre- 
tary or his delegate. Each branch with respect to which such electing bank 
has made an election under this subsection shall be an ‘elected branch” 
for purposes of this section. 

b | een thowinte cohanaie election described in subsection (a) may 
not be made with respect to a foreign branch unless such branch— 

(1) derives 90 percent or more of its gross income from sources 
without the United States; and 

(2) derives 90 percent or more of its gross income from the active 
conduct of a trade or business, which for purposes of this paragraph 
shall include commissions and interest and all income and gains 
from loans and investments ordinary and necessary for the carrying 
on of such trade or business. 

(c) Corporate Provisions AppLicaBLE.—Under regulations pre- 
scribed by the Secretary or his delegate, an elected branch shall, except 
as provided in subsection (g), be considered a corporation for purposes 
of this subtitle with respect to operation, distributions, and any other 
wt and the electing bank shall be considered the sole shareholder 

ereof. 

(d) Duration or Exvecrion.—The election under subsection (a) ma 
be made for any tazable year beginning after December 31, 1962, and shall 
continue in effect for all subsequent years until terminated, either by notice 
of revocation filed by the taxpayer, or by failure of the elected branch for 
two successive taxable years to qualify under this section. 

(e) Imposirron or Taxzes.—An elected branch shall be treated as a 
corporation witi respect to which an election under this subpart is in effect. 

(f) Compuration or Taxasie Income.—In computing the taxable 
income of an elected branch, there shall be allowed only such deductions 
and credits as are properly allocable to the operation of the business 
of such branch. 

(g) Provision InappticaBLe.—An elected branch shall not be con- 
sidered a corporation, nor shall the electing bank be considered a share- 
holder, for purposes of subchapter C, except with respect to— 

(1) contributions of property, constituting either paid-in surplus 
or contributions to capital; and 

(2) part I thereof (relating to distributions). 

(h) Motripte Brancues.— 

(1) ComBINING BRANCHES IN 2 OR MORE CounTRIES.—If, at the 
time of making its first election under this section, a bank makes 
such election with respect to branches in more than one foreign 
country, it may (for purposes of this section) elect to make one or 
more combinations of such branches and to treat each such combina- 
tion as a single elected branch. If, thereafter, a branch becomes 
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an elected branch for the first time, such branch may be combined 
with any other elected branch (whether separate or combined). 

(2) BRANCHES IN SAME COUNTRY MUST BE COMBINED.—For 
purposes of this section, each branch in any one foreign country 
shall be treated as included within any election made under this 
section with respect to any other branch vn such country. 

(3) TREATMENT TO BE conTINUED.—TIf a bank for any taxable 
year elects to treat its branch in any foreign country separately or 
an a specified combination, such treatment shall (except as provided 
in the last sentence of paragraph (1)) be continued for all subsequent 
taxable years, unless the Secretary or his delegate consents to a 
oe treatment. 

(i) Divipenps Recetvep Ovr or Reinvestep Forritan Income 
Accounr.—In the case of an electing bank which receives a dividend 
rom an elected branch out of its reinvested foreign income account, there 
shall be allowed as a deduction an amount equal to 100 percent of the 
amount received as a dividend. 

* * + ” * * 


SEC. 1492. NONTAXABLE TRANSFERS. 
The tax imposed by section 1491 shall not apply— 

(1) if the transferee is an organization exempt from income 
tax under part I of subchapter F of chapter 1 (other than an 
organization described in section 401(a)); [or] 

(2) if the stock transferred is ‘‘foreign business property” as 
defined in section 867(c) (relating to certain transfers by foreign 
business corporations) ; or 

[(2)] (8) if before the transfer it has been established to the 
satisfaction of the Secretary or his delegate that such transfer 
is not in pursuance of a plan having as one of its principal pur- 
poses the avoidance of Federal income taxes. 
oa x * * + * * 


SEC. 1504. DEFINITIONS. 

(a) Derinition or ‘‘ArriniIATED Grovup”’.—As used in this chapter, 
the term “‘affiliated group’? means one or more chains of includible 
corporations connected through stock ownership with a common 
parent corporation which is an includible corporation if— 

(1) Stock possessing at least 80 percent of the voting power of 
all classes of stock and at least 80 percent of each class of the 
nonvoting stock of each of the includible corporations (except the 
common parent corporation) is owned directly by one or more 
of the other includible corporations; and 

(2) The common parent corporation owns directly stock pos- 
sessing at least 80 percent of the voting power of all classes of 
stock and at least 80 percent of each class of the nonvoting stock 
of at least one of the other includible corporations. 

As used in this subsection, the term “‘stock”’ does not include nonvoting 
stock which is limited and preferred as to dividends. 

(b) Derinition or “INCLUDIBLE CorporaTion”’.—As used in this 
chapter, the term “includible corporation’? means any corporation 
except— 

(1) Corporations exempt from taxation under section 501. 
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(2) Insurance companiés subject to taxation under section 802 
or 821. 

(3) Foreign corporations. 

(4) Corporations entitled to the benefits of section 931, by 
reason of receiving a large percentage of their income from sources 
within possessions of the United States. 

(5) Corporations organized under the China Trade Act, 1922. 

(6) Regulated investment companies subject to tax under 
subchapter M of chapter 1. 

(7) Unincorporated business enterprises subject to tax as 
corporations under section 1361. 

(8) A corporation with respect to which an election under sub- 
part F of part III of subchapter N (relating to foreign business 
corporations) is in effect. 
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VI. SEPARATE VIEWS OF LEE METCALF 


I voted against the reporting of H.R. 5, as amended by the Com- 
mittee on Ways and Means. I agree that, as a general matter, tax 
deferral appears to be the appropriate way of dealing with income 
from foreign investment, and the present law is highly “unsatisfactory 
in limiting these tax deferral benefits only to investors who have 
subsidiaries in tax haven countries. ‘The more basic question, how- 
ever, is what is the best way to correct the present situation. 

I believe that we will not make much fundamental improvement in 
tax law if we confine our operations to extending particular tax 
benefits to new groups of taxpayers more or less similarly situated to 
taxpayers now enjoying the benefits. Generally, H.R. 5 is limited to 
extending a few more tax benefits to foreign investment income and 
leaving the problems alone. 

I would favor the provisions of H.R. 5 as part of an overall bill 
dealing with the other problems in this area. The most significant 
problem to be dealt with is the overlapping deduction and credit 
allowed with respect to the foreign tax attributable to dividends 
received from a foreign subsidiary. In the reexamination of the 
overall treatment of foreign investment income, the committee should 
express its opposition to tax avoidance through the so-called tax 
sparing devices which might be recognized in tax treaties. It should 
reexamine critically the preferential rate given to Western Hemisphere 
trade corporations. It should devise a more realistic source of income 
rule than the present artificial rule based on title passage. 

With respect to foreign business corporations, the present bill has 
a number of reasonable limitations relating to such things as deferred 
income which is loaned to the American parent corporation and 
deferred income which is used to purchase business assets in the 
United States. The opportunity is left completely open, however, 
for the company to avoid these restrictions by establishing a foreign 
subsidiary. Compliance with these standards by foreign subsidiaries 
could very well be made a condition for obtaining the foreign tax 
credit on dividends from a foreign subsidiary under section 902. 

The prese.t bill complicates the tax situation with respect to foreign 
investment income by simply giving the foreign investor an additional 
alternative to consider in dec iding how to establish his foreign opera- 
tion. He will consider the possibilities of setting up a foreign business 
corporation and he will also examine all of the alternatives through 
tax haven companies which are still available in order to find the best 
tax arrangement. 

The pressure for early passage of H.R. 5 is not so great that we 
were foreclosed from having whatever public hearings might have 
been necessary in order to permit the Committee oa Ways and Means 
to obtain the views of interested parties on the various related prob- 
lems that I believe should be dealt with in a comprehensive bill 
dealing with foreign investment income. 
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VII. SEPARATE VIEWS OF THE REPUBLICAN MEMBERS ON 
H.R. 5 


The undersigned members of the Committee on Ways and Means 
are of the unanimous view that there is genuine need to include in the 
Federal tax structure a tax basis that will aid U.S. entrepreneurs to 
operate effectively and competitively under the U.S. flag in doing 
business abroad. Some of the signatories to these views joined in 
reporting the committee’s bill to the House because it represented at 
least a modest step in that direction. Other signatories to these views 
voted against reporting the bill because of the conviction that further 
work should be done in committee to find answers to the many prob- 
lems that either are unanswered in the bill or are created by the bill. 

The tax principles applicable to foreign income should produce 
equal tax treatment between forms of business organizations similarly 
engaged in economic enterprise abroad and should provide realistic 
measures to foster a greater participation by U.S. private enterprise 
in world commerce. H.R. 5 inadequately gestures in the direction of 
these objectives. 

The bill does not cure the problem in existing law of discrimination 
in tax treatment of foreign income according to the organizational 
form of business used. Indeed, the bill would add a new variety of 
business form to receive a new type of tax treatment. 

Generally under existing law: (1) foreign branch income of a do- 
mestic corporation is taxed in the year in which it is earned, (2) foreign 
subsidiary income is taxed to the U.S. parent in the year in which 
such income is repatriated, and (3) foreign income of a so-called foreign 
base corporation organized in a tax- haven country is subject to U.S, 
tax in the year that it is paid as dividends to the U.S. parent with 
nonrecognition for tax purposes of certain transactions normally taxed 
under other forms of business enterprise. A fourth type of tax treat- 
ment would be created under H.R. 5 through the establishment of 
the foreign business corporation with a “gross-up”’ requirement in the 
utilization of the foreign tax credit. Thus, the bill does not equate the 
tax treatment of foreign corporate subsidiaries with domestic subsidi- 
aries operating abroad nor does it provide a meaningful facilitation 
for U.S. endeavors in world commerce. 

H.R. 5 fails to provide needed reform in the taxation of income 
from foreign sources. It does not cure the problem of having to resort 
to devious devices to achieve tax deferment. ‘Tax deferral under the 
foreign business corporation concept provided in the committee bill 
differs substantially from the tax deferral allowed under existing law 
through foreign incorporation. New limitations and requirements 
are imposed on the tax-deferred foreign business corporation income. 
For example, under H.R. 5 the “‘gross-up”’ principle applies in the 
computation of the foreign tax credit, new source rules are prescribed 
for exports to be applied on top of the existing ones, and the domestic 
U.S. tax is applicable to the foreign business corporation rather than 
to the dividend recipient. For these and other reasons, corporations 
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presently operating abroad through subsidiaries would find it to their 
disadvantage to change their present position and use the foreign 
business corporation. This same would be true of American investors 
operating through tax-haven country corporations. Therefore, H.R. 
5 falls far short of meeting any material need. 

Reference has been made to the “gross-up”’ of the foreign tax credit 
which would be required in the case of receipt of dividends by the 
foreign business corporation under H.R. 5. The application of the 
foreign tax credit is technical and does not readily lend itself to brief 
comment. However, we would point out that whereas under existing 
law the foreign tax credit computation applicable to foreign subsidi- 
aries usually results in a combined U.S.-foreign tax on their profits 
which are distributed, of less than 52 percent, the application of the 
“gross-up”’ principle will mean that with respect to the foreign business 
corporation the combined tax will be approximately 52 percent. This 
“gross-up” requirement will deter the use of the deferment feature of 
H.R. 5 and it may prematurely serve as a precedent, if enacted into 
law, for the extension of the requirement to all foreign subsidiaries. 

The subject of the “gross-up” was not included in the public hear- 
ings held by the committee on H.R. 5. It is our position that the 
method of computing the foreign tax credit including the far-reaching 
implications of the “gross-up”’ should be the subject of public hearings 
so as to give interested persons opportunity to express their views on 
this very basic problem. We have urged that such hearings be held. 

We recognize the advantages to U.S. companies that are derived 
from operating under the U.S. flag. These advantages might be 
summarized as follows: 

(1) Benefits under U.S. tax laws such as percentage depletion, 
deduction of exploration and development expenditures, etc., in 
computing U.S. tax are available; 

(2) The corporation is able to use capital of the domestic 
company to support foreign activities; 

(3) Managerial control of foreign operations is enhanced; 

(4) The risks involved in maintaining funds abroad due to 
exchange rate fluctuations are reduced; 

(5) Western Hemisphere tax treatment is available; 

(6) Access to U.S. courts is made more certain; and 

(7) Understanding and compliance with applicable laws are 
improved. 

These cited advantages and the other desirable attributes of operat- 
ing as a U.S. corporation place a responsibility on the Congress of the 
United States and primarily on the House Committee on Ways and 
Means to deal realistically with the problem of creating a proper tax 
basis for the income derived by American companies from their foreign 
operations. H.R. 5 does not accomplish this objective. 

The difficulty in finding a satisfactory solution to the problem of 
encouraging the full participation by U.S. private enterprise in world 
markets is made more complex by the fact that our Nation is a high- 
wage, low-tariff country. This fact tends to make it more difficult 
for our producers to export from the United States than it is to manu- 
facture abroad. As a consequence H.R. 5, to the extent it is used, 
might serve to increase the pressures to transfer production endeavors 
from the United States to other countries and thus result in the export 
of U.S. jobs. We realize that the problem created by tariff policy 
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cannot be corrected in tax legislation, but in view of the fact that the 
economic effects of these two areas are interrelated, it is appropriate 
that the economic fact of the one be taken into account in determining 
policy with respect to the other. 

If H.R. 5 should have the consequence of transferring production 
endeavors from the United States, it may be reasonably assumed that 
the technological and research efforts may follow such endeavors. 
We may be creating a situation that will make it even more important 
that we direct our attention to the already urgent need for improve- 
ment in the domestic investment climate. 

Considerable work has been devoted to the development of legis- 
lation dealing with the taxation of income derived from abroad. We 
regret that these endeavors have not been more productive. We are 
of the view that the Committee on Ways and Means should have 
continued its endeavors until more adequate legislation could have 
been presented to the House. 

Noan M. Mason. 

Joun W. Byrnes. 
Howarp H. Baker. 
Tuomas B. Curtis. 
Victor A. Knox. 
James B. Urv. 
Jackson E. Berts. 
Bruce ALGER. 
ALBERT H. Bosca. 
Joun A. LAForE. 








